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WAGE POLICIES AND EMPLOYMENT 


By CARL F. TAEUSCH 


current discussions of employ- 

ment and wages is the uncritical 
use of the term, “‘wage-rates.” From 
one authority we learn that hourly 
rates are 70% higher than a year ago; 
from another, that weekly earnings 
average only seven dollars; and from 
another, that the daily wage has not 
changed in spite of a lowering cost-of- 
living index. Statements such as these 
are seldom accompanied by any refer- 
ence to the number of hours, days, 
or weeks of work which have been 
available during the year. Business 
managers, labor leaders, and economic 
theorists are apparently equally oblivi- 
ous to the fact that high wage-rates 
alone do not constitute high labor 
costs or high annual income or generate 
purchasing power. To arrive at the 
more significant implications of wages, 
namely, labor costs, per capita income, 
and purchasing power, requires a more 
direct determination of total annual 
wage payments and amount of em- 
ployment. And even so, the figures 
indicating total wage payments or an- 
nual per capita wage earnings, however 


. SIN which persistently bedevils 





significant economically, will disclose 
nothing regarding the economic magni- 
tude of the problem of unemployment, 
let alone its social implications. 


Wage Theories 


The emphasis on wage rates for 
small units of time—the hour or the 
day—is undoubtedly one of the results 
of the now prevalent “‘free-wage”’ sys- 
tem. Labor is now generally paid 
in currency at relatively short intervals 
of time, the amounts in succeeding pay 
envelopes showing no evidences of the 
smaller variations in the business risks 
or worries of the entrepreneur; only 
tardily are they so affected, and then 
not often in measured proportion 
but more frequently by being cut off 
abruptly and completely. Discharge 
and unemployment are inevitable corol- 
laries of the free-wage system as it 
has actually worked out in times of 
crisis. ‘This method of terminating 
the employer’s economic responsibility 
to laborers is to be contrasted, on the 
one hand, with the more permanent 
status of serf or villein and apprentice 
in the feudal relationships which the 
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free-wage system supplanted, and, on 
the other hand, with the situation in 
other social groups, notably the family, 
the Church, and the State. 

The gain to labor in personal as well 
as economic independence through the 
“‘free-wage”’ system is unquestioned. 
And, so long as there is a large pool of 
mobile labor, industry and business 
undoubtedly gain in efficiency through 
the opportunity of selecting the work- 
ing force. As an accompaniment of 
this “‘freedom,” however, labor has 
lost security, a loss which was little 
felt in the United States so long as 
there remained a public domain and 
provided immigration did not swell to 
unusual numbers. But this loss of 
security became painfully apparent 
at intervals when business depressions 
occurred. And in such situations, it 
is becoming increasingly apparent that 
labor has as much to learn regarding 
sound labor policies as has manage- 
ment. The emphasis of labor unions 
on wage rates rather than on long-time 
wage incomes has been a misguided 
policy throughout; the resulting fixity 
of wage rates, especially by “‘pegging”’ 
wages during periods of declining busi- 
ness activity, has discouraged employ- 
ment at the same time that it has 
failed to result in satisfactory annual 
wage income. Wage costs themselves 
have been made inert, with the in- 
evitable result of “‘sticky”’ prices and 
a reduced volume of production; labor 
thereby benefiting neither by reduced 
living expenses nor by increased em- 
ployment. Furthermore, the doctrine 
that wages should be increased at the 
expense of dividends threatens the 
credit of business and the attractiveness 
of investment at the same time that 
its actual and complete consummation 
would add only a small percentage to 
existing wages. 
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A more fundamental difficulty crept 
in when labor began to be regarded x 
a “commodity,” not only in lega| 
theory but practically as well. For j; 
was this view which implied a “ marke: 
rate” of wages. Competing employers 
carefully conserved the “commodity” 
concept on the ground that the marke; 
rate was an index of their most im. 
portant and most obstinate cost item. 
Minimum-wage legislation still further 
enforced this ideology, especially where 
the minimum tended to become a 
maximum as it does particularly jn 
critical periods. Hence the apparent 
emancipation of labor entailed, among 
other things, a shift in emphasis from 
annual total or per capita wage pay- 
ments—the modern equivalent of 
necessary subsistence level in feudal 
times—to wage-rates based on a unit 
of time which was too short to be of 
social or even economic importance. 
This rate became a direct function of 
the labor supply and only indirectly or 
remotely a function of the earnings of a 
company or an industry. In view 
of this sequence of events, it is no 
wonder that the emphasis on wages 
and wage rates has deprived business 
management of its hold on labor morale 
which it formerly secured through 
such incentives as “pride in workman- 
ship,” the Pflichtgefuhl of the mediaeval 
craftsman, or “‘loyalty” to a business 
which was concerned with the per- 
manent well-being of its employees. 

True, there was the ‘“‘ wage-incen- 
tive” doctrine, attempting to bridge 
the gap between the free-wage system 
and productive efficiency. But this 
doctrine also employed a short-time 
unit, the hourly or daily rate, often in 
preference to a piece-rate schedule. 
Only recently have we witnessed the 
advent of the more subtle “ purchasing- 
power” theory of wages, with its 
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argument of increased potential sales 
and the resulting economies of mass 
production. Tt is doubtful if many 
practical business men have yet been 
convinced of the theory that increased 
wage payments will engender a pur- 
chasing power of such magnitude as to 
reduce unit costs; and they certainly 
cannot be expected immediately to 
learn what individuals have never 
learned in large numbers, namely, 
to forego immediate individual and 
opportunistic gains for a smaller share 
—but greater net amount—of possibly 
greater social-economic returns. 

But the purchasing-power doctrine 
of wages has at least brought into 
prominence and into relation with 
each other two economic items, the 
interconnection of which has had little 
attention during the sway of the “‘free- 
wage” system or the wage-rate concept; 
namely, total wage costs as an item 
in business management, on the one 
hand, and on the other, annual wage 
income as a measure of total or indi- 
vidual purchasing power and material 
wealth. These two concepts, which 
have hitherto been regarded as repre- 
senting conflicting economic interests, 
may thereby in large measure be 
regarded as reconcilable, if not mutually 
inter-acting, social-economic forces. 


Securing Wage and Employment 
Facts 


Passing from this more attractive 
realm of theory to the more painful 
process of trying to discover pertinent 
and dependable facts, one is met at 
the outset by the greatest difficulty en- 
countered by social science: the “facts” 
as well as our records of them are 
subject to human control and manipu- 
lation. Very few business companies 
are willing to disclose their wage costs 
or employment figures; and it is dan- 
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gerous to rely on sampling, because 
the few companies which are willing to 
supply information may have the so- 
cially most defensible wage records. 
Furthermore, most business records 
which might have thrown some light 
on the long-time record are now ir- 
revocably lost. Even those reports 
which persist in the permanent govern- 
ment records must be suspect; for 
it is not inconceivable that a business 
philosophy which seriously asserts the 
justification of different financial state- 
ments and balance sheets for direc- 
tors, stockholders, income-tax reports, 
advertising, insurance, and _ other 
purposes, could likewise picture its 
employment and wage figures with 
varying high-lights and shadows ac- 
cording to the effects they were in- 
tended to produce. According to some 
authorities on transportation problems, 
if one could see how the figures of 
railway employment and wages are 
compiled for the Interstate Commerce 
Commission, one would not be inclined 
to spend much time in drawing con- 
clusions from them; and yet these 
figures are the most comprehensive 
wage and employment figures now 
available. Only recently have we dis- 
covered that figures on employment 
and unemployment, which were broad- 
cast by supposedly reliable government 
agencies, were manipulated so as to 
serve political interests. Business and 
economics can never be designated 
“‘sciences” so long as the sources or 
descriptions of their measurable phe- 
nomena are so unreliable. Finally, 
any disclosure of the facts, or of infer- 
ences from them, may induce sufficient 
changes in management policies so as 
to vitiate for the future any conclusions 
drawn from past records. 

And yet some commendable efforts 
have been made to clarify the problem 
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by a critical use of the available data. 
Willford I. King, under the auspices 
of the National Bureau of Economic 
Research,! and Paul H. Douglas, of 
the University of Chicago, under the 
auspices of the Pollak Foundation for 
Economic Research,? have given us 
most comprehensive and critical analy- 
ses of wages andincome. Just recently 
two more studies have been published: 
the Bureau of Foreign and Domestic 
Commerce, in collaboration with Simon 
Kuznets of the National Bureau of 
Economic Research, has issued its 
report, National Income, 1929-1932,° 
and now the second study of the Brook- 
ings Institution, America’s Capacity to 
Consume,‘ is available. These studies 
carefully point out the qualifications 
of the data and methods employed 
and of the results obtained, but their 
warnings are probably little appreciated 
by anyone who has not attempted 
directly to secure the basic facts. 
Thus, the income of physicians is 
computed, in National Income, 1929- 
1932, but only on the basis of 2,263 
returns—there are some 150,000 physi- 
cians in the United States. The Com- 
mittee on the Costs of Medical Care, 
after a tremendous amount of labor 
covering several years, finally suc- 
ceeded in producing fairly reliable 
figures for a single year.® It is not an 
exaggeration to say that an incredible 
number of businesses have not known 
or do not know what their actual 


1 Income in the United States, Its Amount and 
Distribution, 1909-7919. New York: Harcourt, 
Brace and Co., 1921. 

2 Real Wages in the United States, 1890-1926. 
Boston and New York: Houghton Mifflin Company, 


1930. 


3 Senate Document No. 124, 73d Congress, 2d Ses- 
sion, 1934. 

4 Washington, D. C.: The Brookings Institution, 
1934. 


Chicago: 


8 Medical Care for the’ American People. 
The University of Chicago Press, 1932. 
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wage costs are, in spite of the fact 
that this item is perhaps the most 
stubborn fact they have to face. As 
for “number of employees,” even |ess 
is known. But these are the basic 
sources of the reports so elaborately 
and carefully compiled. 

As we stated before, most partisan 
statements regarding wages refer to 
wage-rates—hourly, daily, or weekly— 
without indicating how many hours, 
days, or weeks the wage earner was 
employed during the course of a period 
of, say, one year. Furthermore, state- 
ments regarding “tendencies” employ 
various bases, with the result that 
misleading, if not inaccurate, conclu- 
sions are drawn therefrom. The dec- 
laration that “‘wages are now 70% 
higher than a year ago,” may not 
only refer to hourly rates but it may 
also have been timed so as to make 
“a year ago” coincide with the low- 
est point in recent wage-rate history. 
Even the excellent National Income, 
1929-1932 rests its base on 1929 figures, 
the decline in subsequent years being 
greatly exaggerated in comparison with 
wage movements incorporated in a 
record covering a longer period. It 
would seem, therefore, not only that 
total and per capita annual wage 
incomes constitute the most significant 
figures, whether we are concerned with 
the economic welfare of the individual, 
wage costs to industry, or total pur- 
chasing power; but that, in addition, 
any tendencies should be measured, 
not with reference to some particular 
year as a base, but with reference to 
deviations from the annual average 
for the period, and with reference to as 
long a period as can be described by 
accurate and reliable figures. 

As regards the per capita figures, 
these evidently must be obtained by 
dividing the total dollar wage-income 
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by the number of employees. The 
former figure is not easy to secure, as 
we have already indicated. But the 
latter concept presents unusual difficul- 
ties, for it may be interpreted, by those 
furnishing the basic data, to mean any- 
thing ranging from “total number of 
persons employed during the year” toa 
calculated time extension of “‘man- 
hours.” The former extreme entails 
much duplication, for an employee may 
be enrolled on the lists of more than 
one company during the year, and, if 
the income is to be interpreted with 
reference to living costs, the number of 
wage earners per family may vary 
during the year. The man-hour unit 
may be most useful for a careful and 
analytical determination of business 
costs, but it throws no more light on 
the gross long-time average individual 
income than does the hourly wage-rate. 
Probably the most significant social- 
economic unit for the purpose of de- 
termining per capita annual earnings 
from total wages paid is the “average 
monthly payroll”; for it presents all 
the virtues as well as vices of a com- 
promise between significance and ex- 
actitude. It has practically come to be 
accepted as the most significant unit for 
measuring “number of employees.” 

In order to determine certain major 
wage and employment trends in recent 
years, figures have been compiled for all 
Class I Railroads, some 30 of the largest 
Industrials and Utilities operating in 
the United States, and for Public- 
school Teachers. Annual totals for the 
twelve-year period, 1921-1932 inclu- 
sive, were obtained for Total Wage 
Payments and Monthly Average Num- 
ber of Employees, and from these 
figures were calculated the annual 
Average Per Capita Wages of those who 
were employed in each of the three 
categories mentioned above. Averages 





were then calculated, and the annual 
figures were plotted on charts to show 
the annual deviation in per cent of the 
twelve-year average. The trends in 
employment and wages are thus graph- 
ically shown for the period, 1921-1932. 


Railway Wages and Employment 


Chart I,* showing trends for Number 
of Employees, Total Wage Payments, 
and Average Per Capita Wage of those 
who were employed by the Class I 
Railroads, is based on the figures given 
in the annual reports of the Interstate 
Commerce Commission. ‘These figures 
show an annual average of some 1,600,- 
000 employees for the twelve-year 
period, receiving an annual average of 
some $2,650 millions in total wages; the 
average annual per capita wage being 
$1,654. Average Per Capita Wage 
Earnings of those who were employed 
remained relatively stable throughout 
the period—showing an annual devia- 
tion of less than 5% from the twelve- 
year average, except in 1929 and 1932. 
Number of Employees and Total Wage 
Payments not only fluctuated con- 
siderably during the twelve-year period, 
but they showed a high degree of 
correlation. Both declined after 1923, 
in spite of the increase in Average Per 
Capita Wages up to and including 1929; 
and both declined far more rapidly 
after 1929 than did Average Per Capita 
Wage Earnings. Declining total wage 
costs were achieved by railroad man- 
agements largely by discharging em- 
ployees, and not by reducing individual 
annual wage earnings. 

This phenomenon has been due as 
much to wage legislation, commission 
regulation, and labor-union policy, as 
it has to management. Wage rates 
have been relatively fixed andinert. In 





6 Drawings by R. F. Bingham. 
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order to reduce wage costs, railway 
management resorted to labor-saving 
devices; the discharging of employees, 
a result of this policy as well as of a 
direct attempt to reduce wage costs, 
was exaggerated by the indirect pres- 
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relatively low per capita earnings ip 
1932 probably represent a higher leve| 
of “real” wages than either 1929 o; 
1923. ‘The chief burden of declining 
total wage payments of the railroad; 
has, therefore, fallen on those who have 
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sure of the fixed charges which resulted 
from expenditures for labor-saving de- 
vices. Number of Employees declined 
from a total of 1.86 million in 1923 to 
1.66 million in 1929, and to 1.03 million 
in 1932; Total Wage Payments declined 
from $3.0 billion in 1923, to $2.9 billion 
in 1929, and to $1.5 billion in 1932. 
Average Per Capita Earnings of those 
who were employed were $1,617 in 
1923, $1,744 in 1929, and $1,466 in 
1932. Although the increase in per 
capita earnings from 1923 to 1929 may 
not have kept pace with the cost-of- 
living index for the same period, the 


24 1925 26 27 28 29 1930 3] 
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been discharged since 1923. Thus the 
social problem of unemployment arises 
not only from the free-labor and free- 
wage systems of modern _ industrial 
society, but it is unquestionably exag- 
gerated by the inertia of wage rates, 
even when the latter are calculated 
in terms of annual per capita wage 
earnings. 


Wages and Employment—Industrials 
and Utilities 


Chart II represents a similar treat- 
ment of the figures for wages and 


employment obtained from some 30 0! 
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sur largest industrial and utility cor- 
orations.’? Here, again, the annual 
deviations from the twelve-year average 
are shown in percentage figures. The 
annual average of Number of Employ- 
ees shown here is 1,250,000, with 
average Annual Total Wage Earnings 
of approximately $2.0 billion; the Aver- 
ave Per Capita Wage of those who were 
employed during this period was $1,628. 
Here again, although the phase is quite 
diferent from that shown in the Rail- 
road Chart—the peak of employment 
for industrials and utilities coming in 
1929, and in the railroads in 1923—the 
correlation between Number of Em- 
ployees and Total Wage Payments is 
very close. Thus, although Average 
Per Capita Wages increased from 1923 
to 1929, the rate of increase was not 
nearly so great as that of Number of 
Employees or Total Wage Payments; 





’The figures upon which this chart is based were 
obtained as follows: those for the United States Steel 
Corporation and General Motors Corporation, from 
Poor’s Industrials; the remaining figures were supplied 
directly by the Bethlehem Steel Company for the 
Subsidiary Companies of Bethlehem Steel Corpora- 
tion; Standard Oil Company of New Jersey, Standard 
Oil Company of Indiana, Standard Oil Company of 
Ohio, Standard Oil Company of California; Swift and 
Company, Cudahy Packing Company, Wilson and 
Company; Firestone Tire and Rubber Company, 
The B. F. Goodrich Rubber Company; General 
Electric Company, International Harvester Company, 
E. I. du Pont de Nemours and Company, Eastman 
Kodak Company, Procter and Gamble Company; the 
Bell Telephone System, including the American Tele- 
phone and Telegraph Company and its 24 associated 
operating companies; Public Service Corporation of 
New Jersey, Interborough Rapid Transit Company 
f New York, Pacific Gas and Electric Light Com- 
pany, Consolidated Gas Electric Light and Power 
Company of Baltimore, Boston Elevated Railway, 
North American Company, The Detroit Edison 
Company, Southern California Edison Company; 
and five other industrial and utility companies, 
constituting approximately 12% of the total figures 
represented in Chart II. The author gratefully 


acknowledges the cooperation of these companies, 
not only in supplying the figures, in some cases 
at considerable trouble and expense, but also in 
permitting their names to be published in connection 
with this article. 
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and Average Per Capita Wages kept on 
increasing in 1930. The only excep- 
tions to the phenomenon we are point- 
ing out occurred in 1922, when Number 
of Employees increased appreciably 
while Average Per Capita Wages de- 
creased appreciably, and in 1931, when 
some effects of the Share-the-work 
movement are evident. But in both 
1923 and 1932, the correlation between 
Total Wage Payments and Number of 
Employees was reestablished. 

The significance of these figures lies 
in the fact that they represent an 
appreciable sample of the largest in- 
dustrial and utility corporations in the 
United States, that the companies rep- 
resented therein are identical for the 
whole twelve-year period, and that the 
figures are annual figures, giving con- 
tinuity throughout the twelve-year 
period. That the charts constitute an 
appreciable sample is indicated not only 
by the magnitude of the figures which 
they represent but also by the fact that 
they correlate closely during identical 
periods with the more extensive data 
of Douglas (1921-1925 inclusive) and 
Kuznets (1929-1932 inclusive). Doug- 
las relied largely on the Census of 
Manufactures for his data, hence had 
available only biennial figures; Kuznets’ 
figures, although annual, are for only 
the more recent years; and neither 
presents the total figures for identical 
companies in successive years, but the 
totals for industries in which the con- 
stituent companies fluctuate from year 
to year. The charts do not represent 
the total business situation in the 
United States, especially the possible 
migration of employees from the Class I 
Railroads or the Industrials and Utili- 
ties here represented, to other fields of 
activity; although the Industrials and 
Utilities may have absorbed some Rail- 
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road employees from 1923 to 1929, 
inclusive. The value of employing 
annual figures is shown by the fact 
that the decline of 1924 and the rise 
in 1926 are not apparent in the biennial 
figures of the Census of Manufactures. 
Calculations from the adjacent odd 
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the years preceding those shown on the 
chart indicate that railway employment 
and total wage payments increased 
together, except for certain post-war 
years, conspicuously 1918-1920. And 
both King and Douglas show that this 
phenomenon of a correlation of rising 
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years reported in the Census, in order 
to interpolate for 1924 and 1926, 
would have introduced a considerable 
error. 

Chart II shows very clearly the 
dominance of the “hire and fire”’ policy 
which industrial and utility manage- 
ment has been able to pursue in a 
“free” labor situation. Chart I shows 
only the “fire”? side of the policy of 
railway management; but the figures for 
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wage costs with rising employment, and 
not with per capita wage earnings, was 
manifest in the case of the industrials 
except for the period, 1916-1919 inclu- 
sive. “Hiring and firing” is even more 
clearly shown to have been a dominant 
policy of industrial and utility manage- 
ments during the twelve-year period, 
1921-1932 inclusive, now that a fairly 
large sample of the annual totals is 
available. 
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Wages and Employment—Public- 
school Teachers 


By way of contrast, Chart III pre- 
sents a similar analysis of public-school 
teachers and other employees connected 
with the public schools. Here the 


average number of 840,000 teachers and 
school employees with Total Annual 
Wages—and, therefore, of purchasing 
power!—of over one billion dollars. 
For Chart III, the Average Per Capita 
Wage is $1,300. The trends shown in 
Chart III differ from those in Charts I 
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increase in Average Per Capita Wages 
has contributed as much to increasing 
Total Wage Payments as has the 
increase in Number of Employees. 
That such additional figures will have 
to be taken into account in any 
adequate survey of the wage and income 
problem is indicated by the fact that 
Chart III not only shows a different 
picture from that exhibited in Chart I 
and Chart II; but also represents an 





and II except for two companies in- 
cluded in the latter and employing large 
numbers of women. It may be, there- 
fore, that the phenomenon we are 
stressing—of a high correlation between 
Total Wage Payments and Number of 
Employees, in periods both of increas- 
ing and decreasing business activity, 
and suggesting the dominance of “‘hir- 
ing and firing” policies—applies partic- 
ularly to men employees; women seem 
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to have gained both increased employ- 
ment and higher annual per capita 
wages during the twelve-year period. 

If the more important problem of 
total national income and purchasing 
power, as well as of employment, is to 
be adequately dealt with, additional 
figures for industrials and public utili- 
ties will have to be secured; also figures 
for additional groups, such as govern- 
ment employees, wholesale and retail 
trade, and farming. 


Management Responsibilities 


As has been stated previously, the 
free-wage system and its corollary, the 
mobility of labor, have undoubtedly 
increased the efficiency of industry. At 
least they have concentrated and in- 
creased tremendously the power of 
management over labor, especially dur- 
ing the two depression periods, 1920- 
1921 and 1929g-on, when the responsi- 
bility of management to ownership for 
reducing costs has become particularly 
acute. 

It has become almost a truism in 
social theory that social evils breed 
rapidly whenever there is any appreci- 
able disproportion between the re- 
sponsibility and the power of certain 
individuals or groups. ‘That the whole 
theory of “free” labor has in recent 
years enabled the power of manage- 
ment over labor to outstrip its responsi- 
bility to labor, is now apparent. In 
the United States, the availability of 
the public domain to settlement delayed 
the event; and, when the public domain 
was exhausted, the restriction of immi- 
gration mitigated or delayed somewhat 
the eventual occurrence of an appar- 
ently inevitable happening. ‘There is, 
of course, the responsibility of manage- 
ment to customers or stockholders— 
through the threat of boycotts or buy- 
ing vagaries, or the constant threat in a 
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free securities exchange of a sale of 
stock or bonds, a most facile and subtle 
method of discharging management, 
But this is not a counterfoil to labor’s 
predicament; indeed, these responsi- 
bilities of management are as apt as not 
to exaggerate the difficulty, for the re- 
sponsibility is to others than laborers 
and it must be met largely at the 
expense of wages. Nor is there here a 
question of motive or animus, for while 
managers and owners are deeply con- 
cerned over the problem, they seem to 
be caught as tightly in the mechanism 
of the situation as is labor. But there 
must equally clearly be no serious 
attention given to falsely sentimental 
outbursts from management; the facts 
show that the policy of management, 
whether consciously or unconsciously 
pursued, has been to tap or flood the 
outside labor pool quickly and exten- 
sively, rather than to conserve the 
labor force of a particular business or 
industry. The less difficult policy of 
“hiring and firing’ employees has 
been preferred to the more difficult 
policy of adjusting per capita wages at 
least partly with reference to the 
condition of the business. 

No such irresponsibility for the rank 
and file of its membership can be dis- 
covered in any other field of human 
activity. Disinheritance or expulsion 
of the member of a family has an odium 
about it, no matter how justifiable the 
act may be; and it occurs only infre- 
quently. The State may deport un- 
desirable aliens or imprison or put to 
death its lawless citizens, but to no such 
extent as business may “fire” its 
employees. The State may permit 
increasing immigration on as large 4 
scale as business employs new workers, 
but these policies may become equally 
disastrous. In the main, however, the 
State must pursue its policies so as to 
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avoid having an irate citizenry on its 
hands, and it can never, so easily as can 
business, sever or disavow its obliga- 
tions to amy great number of its 
members, with safety to its own exist- 
ence, especially in times of crisis. The 
Church may excommunicate heretics, 
but not on any considerable scale with- 
out weakening its own fabric or confin- 
ing itself to a definite sect. Business 
seems to be unique among the various 
social groups with respect to the extent 
to which it may and does divest itself 
of a large part of its working member- 
ship. Only indirectly, in the form of 
taxation for relief purposes, does this 
responsibility revert to business; and 
then largely under the spur as well as 
jurisdiction of Church or State. It 
may easily be that the direct assump- 
tion of social responsibility by Church 
and State has given these two institu- 
tions their superior positions in the 
social hierarchy and conserved to them 
a quality of loyalty for which business 
fruitlessly pleads. 

It may be too much to suggest that 
each business or industry refrain from 
discharging its employees during periods 
of crisis. It may be setting up an 
impracticable ideal to ask business men 
and labor leaders to meet the necessities 
of reduced labor costs by lower wage 
rates, and not by “firing” employees or 
allowing their ranks to be decimated. 
But a step in the direction of accepting 
the fundamental philosophy under- 
lying this suggested policy has already 
been taken by the adoption of industrial 
and business codes, whereby the per- 
manence and identity of membership in 
a business or industrial group is encour- 
aged by the imposition on all its 
members of certain definite obligations 
to the welfare of the industry. One 
immediate result of developing a labor 
policy of the same permanent character 
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would be greater care both in selecting 
employees and in augmenting the labor 
force unduly in times of apparent pros- 
perity. Another result would be more 
skillful management, with a better- 
balanced human and social policy to- 
ward employees. Management has too 
frequently absolved itself from its own 
mistakes in judgment by makinga scape- 
goat of a large part of its working force. 

The adoption of a relatively more 
permanent policy of employment and 
wages may not be an unmixed blessing. 
Some laborers may not benefit in the 
way and to the extent anticipated, for 
the immediate situation calls for lower 
per capita wages in order to increase 
employment; this requires either lower 
hourly rates or a Share-the-work policy. 
More fundamental difficulties confront 
labor, however; for an increase in prices 
in order to maintain wages or employ- 
ment may not result in an increase 
in gross sales income, and a redis- 
tribution of dividends and interest 
sO as to increase wages may under- 
mine the investment attractiveness and 
credit of the company without adding 
much to wages. Nor are customers 
or stockholders the chief obstacles. 
Labor itself may be misled by the 
red-herring trail of higher hourly wage- 
rates into accepting unemployment 
—the unemployment of others!—as 
an inevitable accompaniment. Rail- 
way laborers who have retained their 
jobs have insisted on high wage rates— 
hourly as well as annual—in the face 
of a decade of decreasing employment. 
A large English company, noted for its 
broad-minded labor policy, was recently 
faced with an abrupt decline in sales; 
the management, advocating a sharing 
of such work as there was among all its 
employees, was voted down by the 
labor representatives and forced to 
discharge a large number of its more 
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recently employed workers. During 
the recent “Share-the-work” move- 
ment in this country, as much indiffer- 
ence and even hostility was shown by 
laborers as by employers—neither 
seemed to sense the importance of the 
principle. 

What the laborer, as well as manage- 
ment and others, needs to learn is that 
the outstanding social-economic prob- 
lems today are increased employment 
and job security. These should be far 
more potent in the minds of far-sighted 
laborers than any other objective, even 
high wages. We have in the United 
States been on the verge of succumbing 
to the superficial economic views of 
‘‘industrial efficiency” and “‘high wage 
rates’’ as incentives to production and 
increased purchasing, and we have at 
the same time jeopardized the earning 
power of the bulk of those people 
who constitute the purchasers that 
make possible modern mass production. 
And we have come equally near the 
verge of departing from our democratic 
ideals by denying to a great bulk of our 
population the opportunity to earn 
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anything at all, let alone a decent 
livelihood. Not only was this mass 
of people being cut off from the more 
fortunate members of society by eco- 
nomic hardships and by the insidious 
effects of relief measures, but it was 
growing to a size which constituted a 
major political menace. Democracy 
may not be defended when it is reduced 
to equalitarianism, at least in the 
realm of economics. It does, however, 
imply equality of opportunity, and 
as such should be the objective in 
any realm of activity; both business 
and government should be interested 
in maintaining that opportunity. At 
least, until business can effectively 
provide such an opportunity, it does 
ill to criticize the State for stepping into 
the breach and acknowledging a re- 
sponsibility which is commensurate 
with its power. The responsibility of 
business and government today consists 
largely in adopting such wage policies 
as will result in increasing employment. 
The question is, Will the intelligence 
and courage necessary to such a task 
be forthcoming? 
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JOB ANALYSIS AND CLASSIFICATION IN 
PAYROLL ADMINISTRATION 


By J. O. HOPWOOD 


payroll administration would be 

superficial and merely a conven- 
ience if it were not the means of apply- 
ing a rational philosophy of distribution 
of income. As an expression of such 
a philosophy, it entails consideration 
of the fundamental relations of individ- 
uals in the organization of production. 
This is a scientific approach to the 
problem of distribution. In payroll 
administration, we are therefore con- 
cerned with the underlying philosophy 
of labor relations and the analytical 
steps incident to the establishment and 
execution of a policy which conforms 


to it. 


J analysis and classification in 


Theory vs. Practice in Labor Relations 


Philosophy of labor in western civil- 
ization for a hundred and fifty years 
has remained static as compared with 
the mechanistic development of indus- 
try. That industry is carried on by 
people of one class working for those of 
another at the market price of labor, is 
widely taken for granted although the 
assumption is not as generally sub- 
stantiated by fact. The pattern of 
labor relations put forward is one of 
class division, conflict, and bargaining. 
Labor problems in society are discussed 
largely from the points of view of class- 
conscious groups. We call at large 
for management and labor to come 
together and bargain as different classes 
of people. 

How different in character is this 
pattern of labor relations from the 
pattern of the actual production rela- 


tions of people in modern industry. 
Production in society is not according to 
social classes and not by people em- 
ployed at large. There is no common 
management in industry at large or in 
any particular industry, regardless of 
government or trade association regula- 
tion. Neither are any other functions 
carried on in common. Production is 
accomplished by different enterprises. 
They are separate entities, each with 
its Own management and activities in 
lower levels and upon its own resources. 
Each is after its own plan and originates 
on its own initiative and at its own risk. 
In each we have a definite body of 
people all participating in a division of 
labor, specialized and integrated to 
work together as a whole. This is 
organization or unity, the basis of a true 
philosophy of labor relations. ‘The 
principle of organization or unity and 
not the idea of compromise between 
classes of people must be the basis of 
stable and efficient labor relations in 
each enterprise, as is true of mechanistic 
relations in production. 

Organization is a system of coopera- 
tion. It involves the specialization 
of work into jobs of different kinds and 
their integration or unity as a whole. 
The incumbents throughout the system 
of the whole are interdependent in 
production, each participating accord- 
ing to the status of his job and his 
proficiency in it. The output is the 
yield of the concerted services of all, 
together with those of the capital 
employed. Organization entails not 
only participation in operations by 
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individuals but also their nurture ac- 
cordingly—corresponding participation 
in the returns; that is, the principle of 
organization involves the principle of 
equity. The individual must be nur- 
tured according as he participates in 
the work of the whole—what is good 
for the whole must necessarily be good 
for the individual. 

This concept the old philosophy has 
failed to bring to industry. Efficient 
and stable participation in the work of 
an enterprise requires more than bar- 
gaining. It requires participation in 
a well-balanced distribution of in- 
come and the appreciation of it—well- 
balanced not only as between payroll 
disbursements and profits but also as 
between disbursements to individuals 
and labor performed. When such con- 
ditions are established, standards of 
compensation become less controversial 
and bargains and contracts less sig- 
nificant in labor relations than when a 
well-balanced distribution of income is 
not established or not revealed. 

Unity is not characteristic of the 
industrial world at large. Division of 
labor in competitive society or the 
business world is not integrated in a 
real sense. It is subject only to eco- 
nomic laws and limited regulation by 
the government or trade associations, 
not to management. Some enterprises 
are more efficient than others and pay 
better than others. They can and 
sometimes do pay better wages, as it 
has been found feasible to associate 
good wages with good profits. Why 
should we not develop our own stand- 
ards and pay the salaries and wages 
appropriate to our own individual and 
collective accomplishments, with or 
above any minimum that may be set 
for us? Participation in the returns 


from accomplishment is incentive to 
accomplishment. 


It is good business 


for the enterprise and for the other 
enterprises in the community as wel] 
because the individuals can buy their 
products. 

Purchasing power in the community 
can be sustained only when this js 
general. Business institutions supply 
the wants of the community only when 
they employ the people and their 
savings adequately. The people and 
their investments must earn to enable 
them to buy. They must consume the 
greater part of what they produce, or 
industry and the community both will 
suffer. We know now that we would be 
more prosperous had this state of affairs 
been established before 1929. Then, 
enormous surpluses were accumulated 
and dissipated into nothingness. Busi- 
ness must sustain the community by 
distributing its income equitably among 
the producers. It cannot be just a 
private affair. 

In the final analysis, management is 
not a group of people apart from and 
employing others. It is activity in the 
higher levels of any of the classes of 
functions in the organization (see Table 
I). Labor, as we are using the term, 
is all of the activity or any of it, and 
every individual who receives com- 
pensation on account of service is an 
employee and a worker whether he is a 
manual laborer, a manager, or in any 
other job. All are producers because 
the organization produces commodities 
or services as a whole, and each indi- 
vidual has a part in it. An individual 
who handles materials or tools is a 
worker but no more so than one who 
uses a drawing board or works in 
the office. Mechanical operations, ac- 
counting operations, commercial opera- 
tions, etc., all deal with the product but 
from different aspects. Economies in 
any of them equally affect the cost of 
production as a whole. In reality there 
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are no unproductive workers except 
those who should be eliminated, and 
there is no difference between office and 


plant with respect to the principles. 


‘nvolved in labor relations, nor between 
salaries and wages as compensation 
to individuals employed. The same 
principles relate to all individuals alike 
and the same plan of administration 
should apply to all. 

In a well organized enterprise execu- 
tives are leaders, not masters, and sub- 
ordinates are participants, not servants. 
Every individual has a position with 
some responsibility in operations and in 
the custody of property. He is in the 
organization and of it, not just “help,” 
working for it. A supervisor may 
direct others but he is none the less an 
employee subordinate to superiors and, 
finally, to the property owners who only 
are the employers. 


Job Analysis and Job Specification 

As long ago as 1776 Adam Smith set 
down the principle: ‘‘The produce of 
labour constitutes the natural recom- 
pense or wages of labour.” This is 
obviously true, as he explains, “‘in that 
original state of things’”’ when a man 
works alone and sells his produce in the 
market. But when he is cooperating 
with others, producing and selling some- 
thing jointly within the same manage- 
ment, we are concerned with analysis 
of the organization relations of the 
individuals as the approach to the 
determination of his relative share in 
payroll distribution. 

In the analysis we must identify all 
of the jobs in the organization as 
functional units. We must ascertain 
the activities of each job, the qualifica- 
tions for it and its allocation in the 
system of the whole. The activities 
and the qualifications for the job are 
revealed by job analysis and job speci- 
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fication, and its allocation in the system 
of the whole is revealed by organization 
charting. 

In charting we ascertain and repre- 
sent the major divisions of the organiza- 
tion and then, for each in turn, its 
subdivisions and the positions or jobs in 
each. Figure 1 is a fictitious chart 
drawn to illustrate the subdivisional 
groupings of positions, together with 
lines of authority and responsibility, 
and to show how the perspective of the 
organization can be set forth in charting 
as an aid highly important in ap- 
praising positions as to status in the 
organization. 

A gradation among the administra- 
tive positions is revealed by the analysis 
of the organization into its successive 
stages of subdivision designated as de- 
partments, divisions, sections, branches, 
units, and groups. ‘The administrative 
position at the head of each subdivision 
is brought definitely within the bounds 
of a small number of grades, as indi- 
cated by the grade designations at the 
left of the chart. 

It will be noted, in examining the 
chart, that certain subdivisions rank 
more than one stage below the sub- 
divisions to which they are directly 
subordinate, according to the grades of 
theiradministrative positions. That is, 
the administrative heads of sections, 
branches, units, or groups, may report 
directly to the managers in charge of 
their respective departments or to the 
higher executives but this fact does not 
affect the grading of their positions or 
the ranking of their subdivisions. It is 
the relative scope of their activities in 
the division of labor of the whole which 
determines these ratings, and unless 
due consideration is given to these 
differences in developing the organiza- 
tion charts, the organization will not be 
shown in its true perspective. 
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The development of job specifications 
‘; the next phase in the analysis al- 
though organization charting and writ- 
‘ng job specifications may be carried 
n at the same time. Each person’s 
oosition is designated by a name or 
title and the character of his activities 
is revealed by job analysis. ‘The job 
specification is the vehicle for stating 
this in writing as a definition and back- 
ground necessary in fully identifying 
positions or jobs, considering their 
requirements, and making fair compari- 
sons and judgments of them. Every 
position or job requires of its incumbent 
expression of some kind which, in turn, 
depends upon certain innate abilities, 
training, and experience. ‘The job in- 
cludes activities of both impression and 
expression, and the job specification 
characterizes these activities and the 
necessary qualifications forthem. Per- 
sons doing work essentially of the 
same character will, therefore, be desig- 
nated by the same job title throughout 
the organization and comprehended by 
thesamejobspecification. The individ- 
ual should grow in his job and as he 
grows in it his rate should be advanced. 
lf he grows beyond it he should be 
re-classified and re-rated. 

Generally the job specification is 
specific with respect to an organization 
and would not be usable without 
change for a similar job in another 
rganization. Some jobs, like the bolts 
and screws of machines, are more or less 
standard, but others, like the pistons, 
cylinders, and other major parts, are 
not interchangeable between different 
rganizations. Moreover, a_progres- 
sive enterprise is not static and, as 
hanges take place, both organization 
harts and job specifications must be 
revised. There can be no such thing, 
therefore, as a real standardization of 

bs among different organizations, nor 
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a standardization of salaries and wages 
for the same reason as well as for the 
reasons already stated. 

Job specifications differ according to 
the purposes for which they are desired. 
For use in determining the status of the 
job in the organization the emphasis is 
not on the details of the job but upon 
the overall aspects of the job as a unit 
for comparison with other jobs as to 
scope in the division of labor of the 
organic whole. For the purposes of 
testing, selection, and training indi- 
viduals, however, we are chiefly con- 
cerned with particular skills and other 
requirements of the job, regardless 
of its relation with other jobs. In the 
former instance we are concerned with 
the job as combined with other jobs. 
In the other instances we are concerned 
with the isolated job. 

In payroll administration, it is the 
status of the job with which we are 
concerned and the descriptive form of 
job specification in order to picture the 
job for identification and comparison 
with others. In writing such specifica- 
tions it is important to follow a definite 
plan of job analysis which provides for 
content, uniformity, and development 
of statements in such a way that the 
various requirements of the job will be 
distinctly set forth in outline form. 
For this purpose, the questionnaire 
which follows gives the more general 
requirements; typical job specifications 
may be developed separately. In job 
analysis we must be mindful of the fact 
that the job itself is a functional unit 
consisting of activities which should not 
be confused with working conditions or 
environment, such as hazard, weather, 
heat, dirt, etc. These things should be 
taken into account only with respect 
to qualifications of individuals or par- 
ticular activities necessary to cope with 
them. They affect the status of the 
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job only in so far as they require special 
alertness and action. Extraneous con- 
ditions such as scarcity of workers in 
the community have no bearing on job 
status or evaluation. 


QUESTIONNAIRE FOR COLLECTING DaTA AND WRITING 
Jos Specirications 1N Descriptive OUTLINE 
Form 


TECHNICAL REQUIREMENTS! 


Requirements of a specific character distinguishing 
the particular kind of work from other work. 


DIRECT DUTIES 
1. What are the direct duties and responsibilities 
—what does the person do in the job from day to 
day; what are the items of work, normal standards of 
production, ¢tc.? What is its scope of authority or 
control in the organization? 
NOTE: Some of the points listed below under 
numbers 7 to 21 may be expressed here, especially 
concerning executive, staff, and supervisory positions. 


TECHNICAL KNOWLEDGE AND EXPERI- 
ENCE 

2. What technical knowledge is necessary— 
knowledge specifically applied in particular items of 
work? What kind and how much previous technical 
school training and experience in practical work are 
necessary? 


NON-TECHNICAL REQUIREMENTS 


Requirements of a broad nature which may pertain 
not only to the particular work of the position but 
to other work also. 


GENERAL KNOWLEDGE AND EXPERIENCE 
3- What common school education? 
4. What high school or academic branches, 
courses of instruction, etc., and general or all-round 
experience—business, mechanical, etc.? 


PHYSICAL QUALIFICATIONS 


5. What degree of physical stress must the person 
endure in the job—High, Medium, Low; what 
degree of muscular strength is necessary—Superior, 
Normal, Fair; Weight—Special Limits, if any; uses 
of particular parts of the body or special senses not 
to be impaired—Arms, Hands, Fingers, Feet, Senses 
of Sight, Hearing, Touch, Smell. 

The qualification of good health is necessary in all 
jobs but there are jobs in which persons with certain 
physical impairments can function. Some _ jobs 
require more physical strength and endurance under 





‘Even in primary grades of labor men acquire 
definite ways of doing things and some measure of 
skill in them. For example, we recognize more than 
one grade of laborer and may have “Laborers” and 
**Special Laborers.” 


stress than others but these things go with the day’s 
work and they are no measure of the job’s scope and 
control or influence in production. All such physical 
requirements relate essentially to the selection oj 
individuals rather than to the status of the job. 


PERSONAL QUALIFICATIONS AND OTHER 
REQUIREMENTS 


General Features 

6. What degree of general ability does the job 
require according to the following terms: 

Ability to 

A. Observe accurately—Simple things—Com- 
plex things—Highly Complex things; Learn activities 
by experience with ease—Simple—Complex—Highly 
Complex; Follow directions closely—Simple—Com- 
plex—Highly Complex. 

B. Apply principles—Elementary—Advanced— 
Highly Complex. 

C. Develop and plan new work or construction 
of—Limited Scope—Wide Scope—Very Wide Scope. 

The degree of general ability which a job requires 
relates directly to its scope and control or influence in 
production. We cannot rate jobs by degrees of 
general ability accurately but we know that persons 
of very low general ability, commonly called genera! 
intelligence, can perform some very simple activities 
satisfactorily; persons of low average intelligence can 
perform satisfactorily in many occupations of primary 
and semi-skilled grades; persons of average intelli- 
gence can qualify in higher grades of jobs and so on 
upwards. General intelligence relates to grade or 
scope but not to kinds of functions, and tests for 
general intelligence (general ability), therefore, may 
indicate the general level or grade but not the sind 
of work which a person can do successfully. Tests 
for the SPECIFIC ABILITIES required should 
be given for this purpose. 

In the job specification, therefore, we can indicate 
degrees of general ability only roughly in noting 
requirements with respect to observation, learning, 
application of principles, and the development and 
planning of new work. 

If not evident or directly expressed by the state- 
ments under “Direct Duties,” consider the following 
points: 

7. Does the work require maintenance of stand- 
ards established in practice without close supervision, 
or is the work subject to constant detailed direction’ 

Differences in these regards indicate differences in 
job scope and differences in specific abilities or 10 
temperament and character required. The main- 
tenance of standards without close supervision 10- 
volves the exercise of more observation and learning 
and qualities of dependability and trustworthiness 
than work which is subject to constant detailed 
direction. 

8. Does the job require the exercise of initiative 
and resourcefulness in scheduling and dispatching 
items of work, developing standards, or making con- 
structive suggestions or recommendations; or is tie 
work subject to a varied or a fixed routine? 
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These distinctions have an obvious bearing upon 
the scope of the job. The exercise of initiative and 
resourcefulness in scheduling and dispatching items 
of work, the developing of standards, and the making 
of constructive recommendations constitute work of a 
wails higher order than a varied or a fixed routine. 

9. Does the work involve hazard of any kind? 

Exposure to accident and health hazards requires 
alertness to avoid these hazards which enlarges the 
scope of functions beyond what they would be without 
the hazards. ‘To this extent, therefore, hazards in a 
‘ob have some bearing upon scope and relative value 
but not as compensation for accidents which is a 
consideration pertaining to employees’ compensation 
and insurance. 

10. Does the work involve the direction of helpers? 

Work which involves direction of helpers, obviously, 
ranks at least above that of the helpers. It requires 
more judgment than is required of the helpers as 
well as the qualifications of temperament and char- 
acter necessary in directing them successfully. 

11. Does the work require presentation or demon- 
stration in a manner to obtain and sustain interest, as 
in selling, soliciting, instruction, etc.? 

This requirement pertains to the specific abilities 
peculiar to sales and instruction jobs without regard 
to grade. 

12. Does the work require association with tact, 
poise, and good address? 

This requirement in itself does not materially 
affect the grade of a job. It is necessary for all 
persons who must maintain good relations with 
customers, the public, and representatives of the 
various departments of the organization. It may 
be necessary for an office boy or a doorman as well as 
for a secretary, a salesman, or an executive. 

13. Is the worker entrusted with responsibilities 
for which absolute dependability, honesty, and 
truthfulness should be of special mention—the cus- 
tody of money, property, confidential information, 
etc.? 

This qualification of dependability, honesty, and 
truthfulness is necessary for a watchman, a messenger, 
or a cashier as well as for most other jobs, high or 
low, and it has nothing to do with the status of a job. 

14. Does the work require the worker to keep 
himself and his place and utensils especially clean 
and in order, or should neatness in work be of special 
mention? 

This qualification of cleanliness, orderliness, and 
neatness is necessary for a nurse, a draftsman, a 
stenographer, and many other jobs of different kinds 
but not so much for the rougher kinds of mechanical 

bs as for the jobs just mentioned and these require- 
ments have nothing to do with the status of a job. 

15. Does the work require adaptability to special 
conditions or surroundings such as—motion and 
activity, quiet and stillness, noise, dust, heat, cold, 
moisture, high humidity, outdoors, indoors, sameness, 
shifting scenes, etc.? 

These are working conditions of jobs of various 
types to which the individual must be adaptable and 


must be selected accordingly but they have no bearing 
upon job status or rate of pay. These conditions 
relate to the temperamental characteristics of persons. 
Some individuals do not react unfavorably to dirty 
surroundings and many unskilled jobs are of this 
nature. Some individuals are adaptable to monotony 
and the same is true of other working conditions. 

16. Is the work solitary or must the worker cooper- 
ate with other workers for harmonious relations? 

This feature relates entirely to requirements of 
temperament and character of the worker. A person 
who is non-social, quarrelsome, or disagreeable is not 
suited to work requiring close association with other 
individuals. 

17. Does the work require a natural interest or 
special talent of any kind which can be mentioned? 

18. Are the hours of work standard, shift, or 
special? 

Supervisory Features 

19. Is the work of a supervisory character such as 
to require any of the following items of supervision— 

A. Self-reliance, sincerity, and energy, and the 
expression of these qualities in order to inspire the 
respect, trust, and confidence of others and to obtain 
the consistent cooperation of subordinates for maxi- 
mum efficiency. 

B. Judging human temperament and correctly 
gauging the abilities of subordinates in delegating 
their duties. 

C. Promptly making and holding to decisions 
with fairness. 

D. Giving instruction, gauging its effects, and 
adapting it accordingly. 

E. Making investigations and reports of activi- 
ties and operations. 

Supervision requires all of these activities in some 
measure in higher as well as in lower positions. 
They are activities in addition to the technical 
activities of any supervisory job which in themselves 
do not indicate any particular ranking of a super- 
visory position in the organization, except as above 
the positions of subordinates, whether they be 
watchmen, laborers, chauffeurs, clerks, or engineers. 

It is therefore a fallacy to rate jobs as of a high order 
merely because they are supervisory. Many positions 
which have no supervisory activities at all have a 
wider scope of influence and control than many or 
all supervisory positions; for example—designing 
engineers, technical assistants, and staff advisors to 
executives. 

Supervisory activities, therefore, like many other 
requirements not chiefly in themselves of an intellec- 
tual nature, do not justify any particular ranking for 
a job. This depends upon the job activities as a 
whole with reference to the other jobs in the 
organization. 

Executive Features 

20. Is the work of an executive character requiring, 
in addition to the elements of supervision, the estab- 
lishing of new standards, original planning, organizing 
and enforcing new courses of action? 
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Executive activities exceed the activities of super- 
vision, in the establishing of new standards, in original 
planning, and in organizing and enforcing new courses 
of action which place them in the higher levels of the 
organization. These are activities not called for in 
mere supervision to any considerable extent. The 
differences, of course, are relative. 

Staff Features 

21. Does the work require search for the discovery 
of facts, scientific, commercial, ¢tc.; systematizing 
and interpreting the meaning of disclosures; reporting 
results of research with recommendations? 

Or, invention of means for operation with 
improvement in quality of product, greater economy, 
efficiency, etc.? 

Or, composition of data to furnish information on 
events, current operations, financial status, ¢tc.; 
devising propoganda, etc.? 

Staff activities are informational and advisory 
to the executives in the departments as well as in the 
general offices. These activities play a considerable 
part in the development of the policies and courses 
of action in the departments and in the organization 
as a whole. Staff positions, therefore, usually out- 
rank most purely supervisory positions although 
their incumbents may have no direct authority over 
other workers. 


Levels of activity within an organiza- 
tion parallel those of our individual 
selves. They range from simple re- 
flexes through the activities which we 
learn to perform by trial and error or 
instruction to those which include 
judgment and planning of a high order. 
This is the gamut of activity in the 
division of labor through which jobs are 
differentiated by organization. The 
level (not kind) of activity attainable 
by the individual either in the organiza- 
tion or working alone is determined 
by his level of general ability or in- 
telligence. This parallelism between 
grades of service and mental grades 
(expressed in terms of score made in an 
intelligence test similar to the Army 
Alpha) is shown in Table I. 


Service Grades and Job Differentiation 


The gradation established by organ- 
ization is continuous, regardless of 
department or kind of work. It con- 


stitutes a gamut or scale of grades or 


levels of activity from the most com. 
prehensive to the least comprehensive 
job. The true position of each in this 
scale represents its relative control or 
influence and responsibility in opera. 
tions as a whole. The determination 
of this position or status of the job in 
the organization is job evaluation. 

There are no common factors which 
can be scientifically rated and summed 
up for the evaluation of the various 
jobs. Jobs by nature are not suscep. 
tible to quantitative factoring. Job 
evaluation requires their alignment by 
comparison, one with another, as units 
according to level of activity in the 
continuous gradation of the organiza- 
tion as outlined in Figure 2 and Table]. 

The gradation is represented in Fig- 
ure 2 by a scale of service grades which 
exist to a greater or lesser extent in 
every organization. The grades are 
outlined generically under numbered 
captions within which letters are used 
to indicate further division into specific 
grades or sub-grades. ‘The activities, 
with respect to scope or comprehensive- 
ness, divide naturally into two general 
divisions: those designated here as 
“Operating Practice” and those desig- 
nated as “‘ Management,” according to 
the definitions given. Each of these 
divisions then subdivides according to 
the generic definitions of the outline. 
It is not feasible to write definitions 
more specific but, within the generic 
subdivisions, jobs may be aligned by 
comparison with each other into the 
specific grades designated by letters. 
The number of grades which can be 
distinguished is not fixed, but distinc- 
tions should represent appreciable dif- 
ferences in maximum compensation 
rates which would be scarcely less than 
10%. By classifying the jobs into the 
grades which have been established 
they are evaluated. 
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TABLE OF CLASSIFICATION 
(Titles, placements, and rate ranges are illustrative only) 
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Figure 2.—OvuTLIne or THE Grapes or SERVICE IN ORGANIZED Division oF Lasor 
Classification Scheme for Grading Positions, Grades, and Sub-grades 
1. General management: establishing general procedure, 
A organizing and directing the enterprise as a whole; phas 




























B- making decisions of general scope; adjusting relations ! visO! 
C with investors, the public, and the personnel. (Presi- ‘3 Menaguaene-Soeiition refer 
dent, vice president, general manager, etc.) vs sh of gen- sie" 
8 2. Departmental and associate management: establishing, m3 — and Courses naire 
e A organizing, and directing procedure of major depart- Of action os policies ix phas 
B B mental scope or of interdepartmental scope but volving original obser. : 
. we ate a ee tions, analyses, th Diffe 
S C specialized or limited as to function—administration abl hi: 7 baad Lind 
3 D_ of a major department or subdivision of the organi- 7 Gen Py er - 
4 E zation, original investigation or research, invention, o.5 Oe aed planning, abso 
Ps F composition of data for informational and advisory pr pose oe GENTE bet 
3 G__s purposes in general or major departmental admin- aaah eames , 
S H_ istration. (Managers of departments and principal cane 
n I subdivisions, higher executive and staff assistants or jobs 
oy J _ their equivalents.) just 
3 3. Major supervision or highly technical service: execution Rou 
5 of intricate operating practice by delegating activities 
< A and giving general directions to others in diverse occu- ~ Op 
o B__spations, depending upon their knowledge and experi- exte 
Ss C ence for the performance of the tasks involved; obser- lowe 
os D_ vation and judgment of high order, involving the ap- = 
plication of standards and analyses of established Staf 
character; or, directly performing activities of a highly adv: 
technical character but essentially established by “mn, 
o higher authority and experience, resourceful appli- 
‘S cation of courses of action. (Intermediate subdivision are 
o chiefs, technical assistants, superintendents, foremen, acti 
re RE a ee A 
5 4. Highly skilled service or minor supervision: service in- P 
= A _ volving observation and judgment of high order with ure 
3 B the application of standards and analyses of esta divi 
; C lished character, and intricate, complicated, or exactin of 
” D _ details dictated by authority and long experience, su 11. Operating practice—super- al 
ject to general supervision only—necessitating at least vision of or the direct eva 
several years’ experience in training; or supervision of performance of activities loca 
others in work of less technical character but requiring essentially established by ordi 
some degree of skill. authority, instruction, or f 
5. Skilled service: service with features as in the next higher, direct experience. re i. 
» grade but less intricate and exacting and subject t uSIT 
.2 }B_ more supervision, necessitating experience of from one pre 
- to two years in training; may include detailed direc- and 
n tion of others in service of lower grade. 
&\6. Semi-skilled service: routine work of limited scope re- cor 
S \A _— quiring only short periods of experience or training fror 
z |B (several months) for its successful performance; may ra 
include detailed direction of others in service of lower A 
grade. tne 
7. Slightly skilled service: tasks of simple character requir- and 
A _ ing only simple observations and responses with little low 
B learning and experience for their successful perform- i 
ance—subject to close direction. pla 
8. Primary service: tasks and routine of very simple char- sati 
acter such as may be performed by junior workers, eac. 
workers in early apprenticeship or similar elementary Aig 
training, and workers in manual service of simplest wit 
character. SIOI 
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In the outline, activities within the 
organization are shown to consist of four 
phases designated as Routine, Super- 
visory, Staff, and Executive, to which 
reference has been made in the question- 
naire preceding. ‘The ranges of these 
phases of service are roughly shown. 
Differences between them, both as to 
kind and range, are relative rather than 
absolute. This is true of differences 
between species of any kind. Grades 
cannot be so specifically defined that 
‘obs can be placed in their proper grades 
just according to grade definitions. 
Routine activities extend well up into 
“operating practice” and supervision 
extends higher, but some supervision is 
lower than the more intricate routines. 
Staff service, being investigational and 
advisory in nature, extends well up into 
“management” but some staff activities 
are lower than the higher supervisory 
activities. 

As shown in Figure 1, the administra- 
tive position at the head of each sub- 
division is found to be within the limits 
of a small number of grades. In 
evaluating the jobs, these may be 
located tentatively at first; then sub- 
rdinate positions can be placed with 
reference to them and to each other, 
using Figure 2 and the questionnaire 
preceding, making adjustments back 
and forth until the entire pattern is 
completed. As placements are made 
from higher to lower jobs, the proper 
grades of some of the jobs, particularly 
the lower ones, become quite obvious 
and we can retrace the process from 
lower to higher, correcting tentative 
placements until all of the jobs are 
satisfactorily evaluated with respect to 
each other in the same subdivision and 
with respect to those in other subdivi- 
sions. The weighing of jobs, one with 
another, is simple enough to be practi- 
cable when we know the jobs and the 
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organization and are not attempting to 
make grade distinctions of absurdly 
small values. 

Differentiation among the jobs in an 
organization has two aspects, the one as 
to scope or level of activity, which we 
have been considering, and the other as 
to kind or class of function. Each of 
these is independent of the other and 
they should not be confused. Classes 
of functions are fields of activity in 
which individuals work, such as engi- 
neering, mechanical operations, pur- 
chasing, sales activities, accounting, 
clerical activities, general administra- 
tion, etc., with many ramifications. 
They may or may not closely follow the 
departmental pattern. 

In Table I, classes of functions are 
shown horizontally and may be ex- 
tended indefinitely while scope is indi- 
cated by the grades outlined in Figure 2, 
in the vertical direction. There is no 
basis for ranking one class of function 
higher than another except as the jobs 
which it includes may be graded higher, 
as shown by the placements in the 
table. That is, the development of a 
function in the organization is according 
to the jobs which it includes. Account- 
ing may outrank designing because it 
contains one or more jobs of higher level 
or the reverse may be true in some 
organizations. 

General administration outranks 
other classes of functions only because 
it includes the position of president and 
other executives, such as general man- 
ager, whose activities have widest scope 
in the organization. Some jobs in 
general administration, such as execu- 
tive assistant, however, may rank lower 
than jobs in other functional classes. 
There is no basis, therefore, for estab- 
lishing grades for jobs in different 
groups separately. It ignores the prin- 


ciple of unity of the whole and the 
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continuity of gradation. It represents 
confusion of the concept of scope or 
level of activity with that of kind which 
is a common error in job classification, 
misleading in its effects. 

The term “Skilled” used in designat- 
ing grades of service, as in Figure 2, is 
not limited, as is sometimes presumed, 
to performance in which expenditure of 
muscular energy predominates. Ac- 
cording to T. H. Pear,? skill is “the 
integration of well adjusted perform- 
ances adapted under varying situations 
to the attainment of desired results.” 
In human performance, both mental 
and physical processes are involved 
inseparably, and the integration of well 
adjusted performances adapted under 
varying situations to the attainment of 
desired results occurs not only in 
manual work but in office work, selling, 
teaching, speaking, or any other kind 
of activity. In any functional class, 
routine or repetitive work in which 
“habits may be developed and inte- 
grated through practice into unified pat- 
terns of behavior suitable for meeting 
needs” may be classified as “Skilled” in 
various degrees according to its degree 
of complexity. In higher levels, judg- 
ment predominates over habit as the 
work becomes more technical and man- 
agerial, involving the application of sci- 
entific principles and the development 
and execution of plans and policies. 
Thus the terms “Highly Technical” and 
“‘Management”’ may be used in classi- 
fying work in the higher grades of 
service. 


Payroll Distribution 


Compensation for labor in an organi- 
zation is generally graded upwards from 
a level established for common labor. 





2 Quoted by Viteles, Morris S., Jndustrial Psychology. 
New York: W. W. Norton & Company, Inc., 1932, 


pp. 120 ff. 


This is not just because of greater 
scarcity of skilled labor than common 
labor but rather because it is go 
obviously rational that everyone ac- 
cepts it. While this is generally true, 
there will be many irregularities in any 
payroll unless a systematic gradation of 
rates is established and maintained 
under centralized administration. The 
levels in some departments will be 
higher than in others for work of the 
same grade. Even within departments 
such irregularities will be found, partic- 
ularly where unequal bargaining power 
among individuals or groups is exercised 
or increases are granted haphazardly. 
In some large organizations, standards 
differ among departments as much as 
among different enterprises because 
they are not coordinated and subject 
to rational control. As long as such 
conditions exist some individuals wil] 
draw more than their share of the pay- 
roll distribution and others less. It is 
folly to assume that the personnel will 
not sense these inequalities and react 
in loss of faith, confidence, loyalty, and 
cooperation. A well-balanced distribu- 
tion is vital in the economics of labor 
relations in every organization. What- 
ever the rates of the payroll as a whole 
may be, we can ascertain the actual 
range of rates of the jobs in each grade 
according to the job evaluation. With 
this done it is simple to determine the 
median rate of each range, align the 
median rates in grade order, and draw 
the curve which they represent. In 
doing this it is necessary to resolve all 
the rates to the same denomination, 
such as the monthly rate, which repre- 
sents income to individuals for full-time 
work whether their full-time working 
hours are the same or variable. 

If the curve which represents the 
median rates does not increase in slope 
by the same percentage differential 
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JOB ANALYSIS IN PAYROLL ADMINISTRATION 


FIGURE 3. 
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from grade to grade, it is obvious that 
the level of compensation of individuals 
in some jobs is relatively less than the 
level of others of lower grade. A differ- 
ential of less than 10% between the 
median rates is too small to be appre- 
ciable except among the higher rates, 
and among the lower rates the differ- 
ential may well be somewhat greater. 

Figure 3 is a composite of the scale 
of service grades of Figure 2 and a series 
of rate ranges, one for each grade. 
Each rate range includes five rates as 
shown in Table II. For the five lowest 
grades, the progression from rate to rate 
and from median to median is more 
than10%. For the next twelve grades, 
it is approximately 10% and above 
these it is less than 10%. These 
variations, of course, are arbitrary. 
We can rationally assume, however, 
that for each grade there should be a 
range of rates applying alike to all jobs 
in the grade in order to permit adjust- 
ments from minimum to maximum as 
merited by the proficiency of the 
individual. Moreover, we can assume 
that the ranges must have scope suf- 
ficient to permit the adequate remuner- 
ation of individuals who become highly 
proficient in their jobs but cannot be 
advanced to other jobs. 

These conditions necessitate the over- 
lapping of rate ranges. This is rational 
because the differences between ad- 
jacent grades are not large, and highly 
proficient individuals in a job should 
be rated higher than those of lower 
proficiency, although in work a grade 
or more higher. While overlapping 
ranges have some rates in common, the 
higher ranges have higher minimum 


rates and higher maximum rates avail-- 


able to the individuals. If we permit 
only one rate for each grade of job, all 
individuals in jobs of the same grade 
would be compensated alike, ignoring 


proficiency differences. Attempts to 
overcome the inequity of this condition 
by making more grade distinctions with 
Taste II. Procression or Rates in Rances of 


Taste I AND Ficure 3 
(Median rates are in parentheses) 


Range 
(1) 49 45 55 65 75 
(57.50) 
(2) 50 55 65 75 85 
(67.50) Progression 


(3) 60 70 (80) gO 100/ more than 
(4) 70 80 go 100 IIS, 10% 
(92.50) 
(5) 80 go 100 115 130 
(105) 


(6) 95 105 115 130 145 
(120) 

(7) 110 120 135 150 165 
(137.50) 

(8) 125 140 (155) 170 185 


(9) 140 155 170 190 210 
(175) 

(10) 160 175 =—195 215 235 
(197.50) 

(11) 180 200 220 240 265\ Progression 
(222.50) approximately 

(12) 200 220 245 270 295 10% 
(247.50) 


(13) 225 250 (275) 300 325 

(14) 250 275 300 330 360 
(305) 

(15) 280 310 (340) 370 400 

(16) 315 345 375 410 450 

(382. 50) 

(17) 350 385 420 460 500 

(425) 


(18) 400 440 (480) 520 560 
(19) 450 490 = 30 575 625 


(537-59) 
(20) 510 550 600 650 700 
(605) 
(21) 575 625 675 725 785 
(680) Progression less 
(22) 650 700 750 810 875) than 10% 
(762.50) 
(23) 725 775 835 goo 975 
(850) 
(24) 810 870 930 II00 1075 
(942.50) 
(25) 890 950 =1025 1100 1175 
(1032.50) 


smaller rate differentials lead to con- 
fusion between grade distinctions and 
proficiency distinctions. 

If the jobs within the organization 
are properly graded, the ranges of rates 
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for those of the same grade will be the 
same in all departments. Rates so 
coordinated may be raised or lowered, 
as a whole, on a percentage basis 
without changing their relationship and 
so may be adjusted to conform to 
changes in business conditions or in the 
productive efficiency of the organiza- 
tion as a whole. Adjustments for a 
particular class or group because of 
changes in business conditions, without 
affecting the entire organization, would 
be discriminatory and inequitable. 

The minimum rate in any range is the 
lowest rate which should be assigned 
to an individual in any job within the 
grade to which the range applies. If 
the individual does not merit this rate, 
he should not be permitted to retain the 
job. If he is not fully up to it, he 
should be given a designation of lower 
grade until he grows up to it. 

The maximum rate represents the 
highest rate of income which the status 
of the job normally justifies to the 
encumbent. Like the other rates of the 
range, it may be comprised of salary 
or wages entirely, of this plus a bonus 
or commission, or of piece rates of 
production. When a bonus, commis- 
sion, or piece rate to any extent deter- 
mines the earnings of the individual, 
the amount may become more than 
the maximum rate for his job at times 
but it should not normally average 
more than this for a long period. The 
maximum rate represents the equitable 
income for what may be assumed, 
reasonably, to be the standard of 
maximum proficiency for the position. 
It should be within the reach of the best 
workers, not just “‘geniuses.”” It would 
be better to pay a “genius” something 
more than the maximum rate than to 
hold the others down because of their 
inability to match his performance. 
Incentive rates are normally as effective 
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within the proper range for the job as 
beyond it. They are merely the re- 
turns for the “‘day’s work”’ which lends 
itself to quantitative measurement. 
The full ““day’s work” of a kind which 
can be so measured, however, does not 
merit a higher return to the individual 
than that of a kind which cannot be so 
measured but is equal as to grade. 

The general level of rates of pay in an 
enterprise depends upon various condi- 
tions, some of which are peculiar to 
business at large and others to the 
enterprise itself. The general level is 
established by determining the rate 
ranges for the jobs, and by assigning the 
rates to individuals. In the assign- 
ment of rates, increases may be granted 
more or less frequently according to the 
available income for distribution and 
according to the proficiencies of indi- 
viduals. The budget should system- 
atically set forth the availability, and 
periodic payroll reviews should ensure 
the fair consideration of all individuals. 
Moreover, the rates of the ranges may 
be raised or lowered according to the 
available income for distribution. Ex- 
perience from year to year is the chief 
guide to these adjustments. Changes 
in general price levels and the value of 
money affecting the cost of living react 
upon the general level of rates of pay. 
Individuals are not paid because of 
their needs, however, but on account of 
participation in productive enterprise. 
How the individual spends his income 
has no bearing upon his earnings. 
They should represent his share in the 
distribution of the income of the enter- 
prise regardless of where or how he 
lives. 

Equity in payroll distribution, there- 
fore, requires adjustment of rates with 
respect to— 

(1) The general level attainable in 
the distribution of income. 
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(2) The status of the job in the 
organization. 

(3) The proficiency of the individual 
in his job. 

When the amount of income of the 
enterprise is made a factor in determin- 
ing the general level of the rates of 
pay, we are applying the principle of 
profit sharing and the fact should be 
known and appreciated by participants. 
Since this factor may change from year 
to year, it is well to apply it as a 
percentage addition to the base rates 
established for the rate ranges. The 
ranges therefore may be set at a level 
which probably can be maintained for a 
long time for base rates, and each year, 
if the previous year’s income has been 
sufficient, a percentage can be added 
as a bonus, making it known at the 
beginning of the year what the per- 
centage as bonus will be and that it is 
for the year only, the amount, if any, in 
future years being contingent upon 
conditions. ‘This avoids the probabil- 


ity of making actual reductions in the 
established rates when income falls off. 
Payroll administration, like genera] 
administration of any other kind, js 
centralized development and applica- 
tion of measures necessary to the execu- 
tion of established policy. It must 
include development of pertinent pro- 
cedures and regulations, instruction of 
employing officers regarding them, in- 
spection, adjustment, and transmission 
of certifications for the payroll, the 
keeping of original records of indi- 
viduals employed and the maintenance 
of organization charts, job specifica- 
tions, and job evaluations. In all of 
this work it is of utmost importance to 
obtain the concurrence of departmental 
officers in the spirit of working with 
them rather than dictating to them. 
Moreover, unstinted dissemination of 
information to all employees as well as 
the encouragement of joint delibera- 
tions with them is most necessary to the 
eradication of industrial disputes. 
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By T. SWANN HARDING 


employees is undeniably increas- 

ing at a very rapid rate. What 
does this mean? What general trend 
does it indicate? Is the back of the 
American taxpayer to be broken by 
the burden of an intolerable number of 
ravenous taxeaters? Who are these 
workers? How did they get their 
jobs? How many more of them shall 
we expect and what on earth do they 


do anyway? 
Number and Qualification of Employees 


The monthly report of the United 
States Civil Service Commission cover- 
ing August, 1934, shows that there are 
now 672,104 permanent and temporary 
civil officers in the executive branch of 
the Federal Government. This does 
not include legislative, judicial, or mili- 
tary employees. Of these workers gI,- 
065 are in Washington, D. C., and 
581,039 work elsewhere, helping to stir 
sluggish trade in every state and city 
in the land with their regular pay from 
UncleSam. The August monthly pay- 
roll was $97,462,606. 

Of these employees, however, over 
100,000 are temporary and 263,810 are 
in the Post Office Department, only 
3,513 of these being in Washington 
D. C. On the other hand the new 
Agricultural Adjustment Administra- 
tion has almost as many employees in 
Washington as the old Department of 
Agriculture, about 5,000 in each case, 
though the latter has over 30,000 
workers outside Washington against 
the former’s mere 1,200. 

Roughly speaking, these figures rep- 


‘te army of Federal government 


resent an increase of more than 100,000 
civil employees since February, 1933. 
Exactly speaking, the gain of August, 
1934, over July, 1934, was 5,492 workers 
—in one month, mind you. Further- 
more, most of these additions do not 
represent persons who obtained jobs 
through competitive Civil Service Ex- 
aminations; there are only about 450,- 
ooosuchemployees. Non-Civil Service 
workers have increased in number from 
80,000 to 100,000 since the previous 
Administration. 

All of these people, as certain writers 
comment with considerable asperity, 
are now directly dependent upon the 
Federal Government for their livings. 
Yet whether this should be a subject 
of reproach or not depends upon what 
these people would be doing if they 
were not working for the Government 
and what they accomplish working for 
it. Doubtless a great many of them 
would be on relief rolls without the 
formality of giving their services in 
return for their keep. We must re- 
member that. 

Then just how reprehensible is the 
employment of large numbers in the 
government service who did not pass 
regular Civil Service examinations? 
It is interesting to review the personnel 
arrangements of some of the new 
government agencies with this thought 
in mind. It is a fact that the em- 
ployees of the Agricultural Adjustment 
Administration are almost all Civil 
Service workers. This is true just so 
far as Secretary Wallace, given the 
sudden emergency call for thousands 
of trained workers, could make it true. 
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The Tennessee Valley Authority 
has selected its workers on the basis 
of extremely rigid tests, devised in 
conformity with suggestions by the 
Civil Service Commission but doubtless 
more rigorous than its usual examina- 
tions. ‘The Public Works Administra- 
tion has had political clearance and 
exacts high standards for workers. 
The Farm Credit Administration, 
which absorbed the old Farm Board 
and other agencies, is largely staffed by 
workers who passed Civil Service ex- 
aminations; other competent workers 
were placed under Civil Service by 
Presidential order. Security Exchange 
Commission workers will be derived 
from the Civil Service rolls, the Housing 
Administration is seeking to build up 
a sound personnel system, and many 
of the National Recovery Administra- 
tion workers came from Civil Service 
rolls. 


Civil Service Examination and Other 
Selective Methods 


Generally speaking, the broad trend 
is today very definitely away from 
political favoritism in the selection of 
government workers and towards the 
equivalent of Civil Service qualifica- 
tions. In the sudden emergency that 
ensued after the Government took 
control of economic forces it became 
immediately necessary to have trained 
workers in abundance. The Civil Serv- 
ice ‘rolls, already depleted because 
examinations had been very largely 
forbidden for some years, were not 
equal to this emergency. 

It was quite natural to blanket 
workers into what were regarded 
as temporary, emergency government 
units. It was much more than natural 


that the workers most favored should 
be members of the dominant political 
party, provided they were otherwise 


competent—though members of the 
defeated party very frequently secured 
positions when capable of doing work 
others could not easily do. However, 
as these agencies lost their temporary 
character and assumed permanence, 
the trend veered directly towards Ciyi| 
Service methods. That trend has 
always had the President’s personal 
sympathy and interest. 

But even in the best and the most 
normal of times there are limitations 
to what a Civil Service examination 
can accomplish. Twenty to twenty- 
five years ago, highly trained profes- 
sional workers were selected by assem- 
bled examinations where they sat like 
high-school boys answering questions 
on examination papers for one or two 
days. But, in the long run, that was 
found not to be enough. Many people 
who could pass the stiffest of examina- 
tions lacked certain characteristics that 
could alone make them competent to 
fill the jobs then vacant. Many others 
who had ideal personalities and could 
have done excellent work were screened 
out because they always showed at 
their worst when taking examinations. 

No fully effective examination could 
possibly be devised to select workers 
for some jobs, the qualifications being 
too diverse and elusive to be covered 
fully by an examination. Again and 
again when an administrative or super- 
vising official desired a new worker he 
ran down the list of Civil Service 
eligibles without finding a person who 
could really hold the job. Often he 
would come upon some man, rather 
far down the list, known to him per- 
sonally or about whom he could inquire 
of a trusted friend. That man he 
would get if he could possibly wangle 
him out of the Civil Service, which 
naturally stood for the list inviolate and 
for appointment in order of highest eli- 
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gibility as determined by examination. 

In certain cases it was so obvious 
that a particular professional man 
was the one for the job that a special 
examination was devised which so 
precisely fitted his experience and 
qualifications that no other person 
could possibly qualify to take it, or 
pass it if he did qualify. The very 
titles of the man’s own research papers 
might be mentioned as requirements, 
or the candidate might be required 
to have had exactly that one man’s 
unique previous experience. Ina sense 
such workers were blanketed into the 
Civil Service, though competence rather 
than politics always ruled. In recent 
years scientific and professional workers 
have taken non-assembled examinations 
in which they recorded their past 
training and experience under oath, 
and personal interviews complete the 
job. 

The point is that if the Government 
secures competent workers best quali- 
fied to fill its vacancies the precise 
mechanism of accomplishing this result 
is at best secondary. Moreover, new 
organizations in the Federal Govern- 
ment are rarely if ever manned 100% 
with persons who have qualified by 
Civil Service examinations. New bu- 
reaus or bureau sections have to be 
organized quickly. Higher administra- 
tive officers are usually given lump 
sums of money and are left to devise 
means of their own for securing com- 
petent employees. Where possible, 
many of these workers were secured 
from Civil Service rolls. In the end 
all of them were blanketed under the 
Civil Service by executive order. 

Such Presidential orders have in the 
past, and in quite normal times, been 
the commonest means of increasing 
the number of civil employees of the 
federal Government. The employees 
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blanketed in were pardonably assumed 
to have demonstrated their competence 
by actually holding the jobs and doing 
the work in a satisfactory manner. 
Thereafter examinations were devised 
to select workers to fill vacancies, and 
the ordinary Civil Service routine was 
followed. 

Therefore the New Deal has done 
nothing unusual in its manner of 
selecting workers. It has simply done 
more of this sort of thing than any 
Administration since that of President 
Wilson, because this Administration, 
like that, had to deal with a sudden 
emergency requiring an enormous influx 
of government workers. Every critical 
period in our history makes such 
demands. Vast new corporate bodies 
have had to be organized to regulate 
industry and agriculture in altogether 
new ways. But, even while it had to 
cut down or annihilate some of the old 
government agencies, the New Deal 
minimized the blow to old employees 
by rehiring just as many of them as 


possible to do emergency work in 
new units. 


Dismissals and New Appointments 


However, in spite of the fulmina- 
tions of employee union officials, and 
of many liberal thinkers who had the 
best interests of government employees 
at heart, this could not be fully accom- 
plished. For one thing the bureaus 
that were compelled to reduce their 
staffs under the Economy Act naturally 
did not let out their most competent 
and efficient workers. They cleaned 
out their incompetents and misfits. 
This sort of thing occurs more fre- 
quently in business and industry where 
economic anarchy produces rapidly 
recurrent crises. Now it took place in 
government service. 
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All dismissed employees had their 
names and qualifications placed on re- 
employment lists. From these the new 
government agencies were requested, 
so far as possible, to select their 
workers. Inthe end the large majority 
of these workers were rehired. Many 
of them could not be rehired, unfor- 
tunately, even though they had the 
most valuable scientific and _ profes- 
sional training and experience. They 
were either too narrowly specialized or 
else, regardless of their robust health, 
had reached the chronological retire- 
ment age. This was a dead loss to the 
production of knowledge. 

Many workers on the reemployment 
lists were, however, entirely incompe- 
tent, or else they simply were not fitted 
by training, temperament, or person- 
ality to work well in these new units 
with their unusual functions. Mean- 
while the pressure upon the Govern- 
ment for jobs was tremendous. ‘There 
was nothing ever like it before. The 
same people who a few years ago jeered 
at the expense of paying government 
taxeaters, who scorned government 
workers for losing initiative and taking 
small pay, now that their five, ten, and 
twenty thousand dollar salaries had 
disappeared, were eager to take govern- 
ment jobs at the usual salaries of from 
twelve to twenty-five hundred dollars 
a year. 

Offer any adverse critic of Federal 
government expenses a decent govern- 
ment job and see what happens! The 
pressure of office-seekers upon the 
Administration was, under our highly 
factitious political party system, simply 
irresistable. Moreover hundreds of 
thousands of these aspirants to office 
undoubtedly were competent workers. 
That they happened to be of the 
dominant political faith, even if by 
hasty and somewhat recent conviction 





and immersion, could not always be 
held against them—especially when 
agriculture and industry had so mis. 
conducted themselves as to compel the 
Government to set up large institutions 
to service them. ‘These were emer. 
gency units with extraordinary powers 
as well. 

Such organizations were far different 
in policy and in purpose from the rou- 
tine government bureaus. They re- 
quired immediately a very large num- 
ber of trained workers willing to be on 
the job at all sorts of unearthly hours, 
and with the vim and enthusiasm to 
help put over a fervent reform program 
often animated by something closely 
resembling religious emotion. They 
could not be passive, highly profes- 
sionalized workers, capable merely of 
sustaining a fixed workload. They 
must be buoyant and creative. They 
must invent new tasks, administer new 
programs, be persuasive and often 
minatory, cultivate public good will, 
and remain indefatigable at all times. 

True enough these organizations and 
their programs would have been utter 
failures without the experts and the 
accumulated data and experience of 
the old government bureaus. They 
found right at hand not only workers 
of the greatest competence, who had 
for long years served Uncle Sam for 
small remuneration, but also a wealth 
of invaluable factual material. Thus 
the National Recovery Administra- 
tion built largely upon the foundation 
of the Bureau of Foreign and Domestic 
Commerce, as did the Agricultural 
Adjustment Administration upon the 
knowledge and experience of the expert 
staffs of such bureaus as Animal Indus- 
try, Plant Industry, Chemistry 
and Soils, Home Economics, Agri 
cultural Economics, and Agricultural 
Engineering. 
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But when eighty accountants are 
needed immediately today and fifty 
skilled typists and stenographers must 
be had tomorrow one can not stand too 
much on the ceremonial manifestation 
of qualifications. In such emergencies 
also the Government needs other than 
the routine type of government worker. 
If. in addition to competence, job- 
seekers have managed also to accumu- 
late an impressive collection of letters 
from political potentates, this does not 
mean an absolute sacrifice of Civil 
Service standards and principles. ‘The 
Civil Service method is still recognized 
as absolutely invaluable by the topmost 
government employee of all, the Presi- 
dent of the United States. 

The Director of the Research Divi- 
sion of the Civil Service Commission is 
repeatedly called upon to help state and 
municipal governments and outside 


agencies with their personnel problems. 
The technic used in Washington is as 
nearly ideal as any for filling govern- 


ment posts during stable periods when 
the turnover is not excessive. Many 
large organizations operated privately 
adopt the method in part and it would 
pay others to do so. 


Government as Employer and Personnel 
Manager 


The Government is not an ideal 
employer in some ways, to be sure. 
for many years its employees have 
received lower salaries than workers in 
private enterprise for the same grade 
and class of work. Their sick leave 
has been fairly generous and their 
vacation was ample until a recent 
backward step cut the latter to fifteen 
days which, when it is realized that 
most of the employees work away from 
their homes in distant states, and that 
every minute they are away from their 
desks counts as vacation, is scarcely 


enough. ‘The Government should set 
out to be a model employer. 

But the political control of appoint- 
ment to the technical administrative 
service of the Federal Government is 
generally recognized as extremely poor 
policy by those in authority. As long 
as the Government undertook only 
relatively simple tasks, this did well 
enough, but we should “be flirting with 
disaster if we permit political control 
over a range of positions”’ of such great 
importance as those so common in 
government service today. ‘There 
can be no doubt that the use of an 
examination system, imperfect though 
it still is in many respects, is a great 
advance over the partisan system which 
it is gradually replacing.” The only 
difficulty is that we have not gone far 
enough in this matter. The examina- 
tion system in some form should be 
applied also to the filling of the higher 
administrative positions in the service 
which now so often go to political 
appointees. 

These are the sentiments expressed 
by the new Civil Service Commissioner, 
Leonard D. White, at Boston on Sep- 
tember 28, 1934. His very appoint- 
ment, given the type of man he is and 
his excellent background, indicates the 
sympathy President Roosevelt has for 
the ideal of a better Civil Service. Yet 
we Americans have always had a 
curious and rather paradoxical attitude 
towards government workers. 

Those who grew up in small towns 
near Washington D. C. remember that 
the Government employees were re- 
garded as wasteful taxeaters, pants- 
seat shiners, and consummate loafers by 
many of the very people whose greatest 
ambition was to secure a government 
job for themselves. At the same time 
these very same people had great 
respect for the Federal Government and 
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for Uncle Sam, and seemed to forget 
that the very army and navy they so 
often lauded with patriotic fervor con- 
sisted of government employees and 
were not under private control. 

The Government was commonly 
spoken of as inefficient, yet people 
depended largely upon the Post Office 
Department and felt sure that Uncle 
Sam was efficient enough and honest 
enough to manage our national defense 
better than would private enterprise. 
But in more recent years great odium 
fell upon government employees. 
Powerful and wealthy interests con- 
trived very effectively to circulate 
propaganda to the effect that they and 
their superfluous activities menaced the 
economic stability of the nation. 

Yet when Eugene R. Black resigned 
the governorship of the Federal Re- 
serve Board in August, 1934, some of 
the same newspapers that had be- 
labored the government employees re- 
pined about his difficult financial plight 
in holding this job at a pittance of 
$12,000 a year. As head of his own 
Reserve Bank at Atlanta he had re- 
ceived $25,000, “‘not, certainly, an 
exorbitant amount.” But in Wash- 
ington he assumed “a task carrying 
much greater responsibility at less 
than half the salary.”” Such low sala- 
ries, it was held, simply put a prize 
upon mediocrity in government service. 

There is much truth in this, yet the 
Government is filled with distinguished 
scientific, professional, economic, and 
financial experts who receive very small 
salaries in comparison with those they 
would expect in private enterprise. 
Outsiders who came into the Govern- 
ment with the New Deal, men like 
Jerome Frank, Dr. Tugwell, and Secre- 
tary Wallace, were pleasantly sur- 


prised by the competence, energy, and 
faithful devotion to duty they found in 


the permanent Civil Service staff. 

In 1870, Commissioner of Agriculture 
Capron commented in his Annual Re. 
port upon the high order of talen: 
demanded in the routine service of his 
department and the meager compens- 
tion offered its efficient and reliable 
personnel. In 1933, Secretary of Agri- 
culture Wallace said that “Federa! 
employees have less credit than they 
deserve among the general public.” He 
had doubts himself about their capacity 
when he came to Washington, but 
he soon learned to have the highest 
regard for these workers, and felt that 
their efficiency would rank them favor- 
ably with any outside group. He 
found scores of them who worked for 
the love of their work rather than for 
love of gain, and declared that they had 
delivered the goods in the emergency. 


Available Personnel and New 
Government Activities 


In general Civil Service employees 
tend to be better prepared for their 
work, to do it more efficiently, to have 
better spirit and greater loyalty and 
conscientiousness, and to expect lower 
remuneration than workers in private 
enterprise. Appointments have long 
been for a six-months probationary 
period, but the tendency has just as 
long been to take the employee on 
permanently thereafter. This happens 
more often because the employee has 
made good than because an administra- 
tor cares deliberately to make a place 
for an incompetent. 

Incompetent workers accumulate 1 
government, of course, as they do in 
any other institution, large or small. 
This often happens because some orig! 
nal line of work has been discontinued, 
and the workers are too old or too s¢t 
in their ways to adjust to new work. 
Occasionally they become lazy on the 
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‘ob or are not fitted to their work, yet 
‘t seems humane to keep them. Pre- 
cisely the same misplaced humani- 
tarianism tends to clutter every busi- 
ness and industrial concern with a 
certain number of poor workers who 
are the first to go when a depression 
sets in. 

What sort of people are these 
employees? They are, quite like 
other workers, clerks, typists, char- 
women, janitors, watchmen, laborers, 
truck drivers, elevator men, engineers, 
physicians, botanists, bacteriologists, 
chemists, lawyers, economists, detec- 
tives, painters, plumbers, carpenters— 
almost any occupation you choose to 
name. They are unique in being hired 
and paid collectively by the public, 
yet not so unique when you remember 
that charges levied by railroads, tele- 
phone companies, gas and electric cor- 
porations, street railways, and so forth 
essentially operate as taxes also. 

What do these workers do and what 
do their numbers portend? The trend 
has been powerful in recent years to- 
wards an operational and corporate 
form of government far removed from 
classic functional or regulatory govern- 
ment. At the same time the politi- 
cal, nonprofessional type of employee 
has had to give place to the non- 
political, professional type. A glance 
over Maurice C. Hall’s “The Expert 
in Government,” in the Annals for 
September, 1933, gives a very good 
idea of the type of professionally or 
scientifically trained employee we have 
to have in the: 

Public Health Service 
Treasury Department 
Geological Survey 
Children’s Bureau 

Bureau of Standards 

Coast and Geodetic Survey 
Biological Survey 

bureau of Plant Industry 
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Bureau of Animal Industry 
Bureau of Chemistry and Soils 
Federal Reserve Board 
Bureau of Entomology 
National Institute of Health 
Smithsonian Institution 
National Museum 
Federal Trade Commission 
Federal Tariff Commission 
Bureau of Agricultural Economics, etc., etc., 
ttc. 


The range of public activity has 
steadily expanded under pressure from 
various groups. The police state is 
gone; the service state is here. This 
is a state in which the power of govern- 
ment is used in the broad interests of 
social welfare, and determines the limits 
of private enterprise. The program 
includes the management of credit, 
the control of agricultural production, 
the supervision of industry, and the 
regulation of stock exchanges and other 
complex aspects of our economic life. 
Hence there is imperative necessity 
for the highest type of administrative 
and technical ability in government 
today. 

The new problem of government is 
nothing less than the maintenance of 
the security of the individual in an 
unsettled economic system. This task 
is added to the old business of con- 
ducting foreign relations, collecting 
taxes, managing relations between the 
states, acting as umpire in disputes, 
and running the post offices, the army, 
and the navy. Many new government 
tasks lead to industrial socialization. 
How will these be financed? Some 
will be, as in the past, self-sustaining, 
like the Steamboat Inspection Serv- 
ice, the Patent Office, and the Post 
Office. Others will be financed out of 
new tax levies which, in turn, will be 
paid out of the increased profit ac- 
cruing to some group or industry by 
reason of efficient governmental regu- 
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lation. ‘Thus the processing taxes more 
than pay for our entire agricultural 
adjustment program. 

Moreover the type of involved 
scientific research now performed by 
government will not stay within fixed 
limitations. New discoveries of enor- 
mous value occur constantly, and these 
are turned over to agriculture, to 
industry, and to the public for their 
benefit and profit. It is conserva- 
tively estimated that such research 
brings a monetary return to the coun- 
try as a whole of several hundred per 
centon the originalinvestment. More- 
over our cutthroat competition has 
resulted in shameless waste of our 
natural resources; that sort of govern- 
ment regulation which conserves our 
oil, minerals, forests, and soil again 
pays stupendous dividends. 


Public Good Will and “‘ Pressure Groups” 


Government employees have long 
been engaged in broadly valuable and 
necessary social and economic tasks. 
Why they should have incurred the 
animus of people who had no distaste 
for those who worked in private indus- 
try writing false advertising, manu- 
facturing frauds, marketing worthless 
securities at forced prices, selling use- 
less equipment or faulty machines, it 
is difficult to say. Such workers were 
far greater parasites upon the public 
purse than government employees. At 
least no inefficient government clerk 
made and sold a dangerous cosmetic 
containing rat poison. 

At the same time government effi- 
ciency has long suffered unjust oppro- 
brium. Merely because it operates 
within a region of planned economy, 
the Government is more efficient than 
private anarchy. It can plan its work 


with a longer perspective in view; it 
can offer its employees the boon of 


stable tenure of office; it places fina| 
responsibility in the hands of the 
trained expert, not in those of some 
glorified salesman or some nincompoop 
who happily married into the family of 
the boss. Government can therefore 
organize and carry out its objectives 
to greater advantage than private 
enterprise. It has therefore regularly 
been true that government bureaus, 
manned by Civil Service workers, have 
long been so organized as to operate 
at high efficiency in the performance 
of their customary work loads. 

What of the future? In countries 
of small area which are highly central- 
ized, as in France and Great Britain, 
government employees form a class 
apart, an almost hereditary group of 
public servants and petty fonction- 
naires, clannish and jealous of their pre- 
rogatives. Yet government employ- 
ment has always been highly respect- 
able in these countries and has ranked 
well up among possible careers. But 
French Civil Service workers, who there 
perform many functions performed here 
by state, municipal, or county en- 
ployees, have long formed a formidable 
pressure group, the wishes of which 
must be considered carefully by every 
ministry. 

There was little group consciousness 
among our own government employees 
until the Federal Government took ona 
wide variety of new functions—always 
in response to Acts of Congress and the 
express demands of certain citizens. 
Then their number necessarily 10 
creased rapidly. Skilled organizers 
appeared and unions of government 
workers followed. These have formed 
powerful pressure groups, horizontal 
rather than vertical like the ordinary 
trade union, and, whereas the en 
ployees have in the past received 
rather less than their due, it seems 





the 








$ final 
of the 
~ some 
mMpoop 
nily of 
refore 
Ctives 
Tivate 
ularly 
Ireaus, 
, have 
perate 
mance 


intries 
ntral- 
ritain, 

class 
up of 
uction- 
ir pre- 
nploy- 
spect- 
anked 

But 
there 
d here 
r em- 
idable 
which 
every 


isness 
joyees 
kona 
lways 
id the 
izens. 


nizers 
ment 
yrmed 
‘ontal 
inary 

em- 


eived 
seems 








possible they may contrive in future 
to get even more than they deserve. 

Unionization cuts both ways. The 
tendency of the union is to defend all 
government workers, regardless of their 

competence or the value of their serv- 
ices. The union must try to improve 
their status at all times to hold and 
‘ncrease its membership. It must 
therefore be partisan and present a 
prejudiced case. Yet unions have 
given to the downtrodden government 
workers the backbone and sense of 
solidarity they so long lacked when 
politicians and business men trod them 
under foot contemptuously. But ex- 
pert and professional workers have 
tended so far to hold aloof from the 
unions and to organize themselves only 
in rather amorphous and loose-textured 
groups which, though admirable fact- 
finding and educational agencies, exert 
little or no direct pressure. 


Competence, Tenure, and Training 


Civil Service employees are, after all, 
a select group, a group sufficiently 
literate to take an examination and 
procure a job, and also willing to wait 
some weeks or months to get the job. 
In ordinary times political aid is useless 
in trying to accelerate the slow proc- 
esses of this mechanism. Moreover 
the type of people who undertake this 
procedure do differ from those who 
apply for a job and are hired or turned 
down (or later fired) on the spot. 
They tend to be deliberative, to have 
foresight, to be of professional caste, 
also to have high competency, and to be 
conscientious and of good character. 
In general the average government 
employee is a better sort of person 
than the average outside worker. 

Nevertheless in government employ- 
ment as in private enterprise there exist 
the same tendencies towards the senti- 
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mental and humane retention of 
incompetent workers, especially during 
stable periods. Government em- 
ployees, like those outside, often err. 
They frequently show poor judgment 
and display inadequate technic, though 
they are rarely dishonest. They tend 
to form cliques and to display partisan- 
ship. There are among them all sorts 
of temperamental incompatibilities, ad- 


ministrative injustices, human prej- 
udices, and failures to function 
infallibly. In short, they are human 


also. 

Their increased stability of tenure 
and routine tasks also tend towards 
crystallization into red tape, the set of 
highly conventionalized work habits 
with routine record keeping and bureau- 
cratic circumlocution so characteristic 
of all large public-service institutions, 
whether public or privately owned. 
For one finds precisely the same onerous 
recording in any business office, any 
factory, any corner store where one 
attempts to do something the quick 
way or put a new scheme into opera- 
tion. One immediately meets the 
ancient conservative resistance of the 
normal human being who has devised a 
routine to carry his customary work 
load and resents change, novelty, or 
improvement. 

Civil Service Commissioner White 
has thought deeply about this problem 
of maintaining verve, initiative, and 
elan vital in government employees, 
though precisely the same problem 
plagues administrative officers in large 
department stores, in electric com- 
panies, in railroading whether street or 
intercity, and in telephone and tele- 
graph companies. Dr. White suggests 
an organized type of in-service training 
that will enable competent workers 
to step up towards and finally into the 
highest administrative positions. 
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Promising young administrative 
aspirants would first be assigned to one 
branch of a department after another, 
to gain a well-rounded view of the 
departmental operations as a whole. 
Junior administrators would later go 
through a long period of intensive train- 
ing under close observation. Any 
government employee who had the 
stuff in him would find it possible to 
build himself a career in the service. 
He would be encouraged to do graduate 
work either in his own department (the 
Department of Agriculture now has a 
flourishing Graduate School staffed by 
its own scientists giving university 
credits) or at some university. 

In other words, Dr. White intends to 
work towards the evolution of machin- 
ery for the systematic advancement of 
capable workers in the Federal govern- 
ment service. He foresees the time 
when assignments to what he calls the 
General Staff of a department or other 
unit will be made from the best of the 
technical administrative personnel. 
These experts will form a super-general 
civil staff coordinating the whole major 
program of governmental administra- 
tion. The men selected for these 
highest appointments would be given 
leaves of absence or special assignments 
in foreign countries in order to inform 
themselves about foreign practice in 
scientific research, treasury manage- 
ment, agricultural production and 
marketing, unemployment insurance, 
or industrial organization. 


Conclusion 


In conclusion, it is imperative that 
scientific research in the Federal Gov- 
ernment be not further curtailed. For- 
tunately the Department of Agriculture 
has been blessed with higher officials 
who understand perfectly the necessity 





of unbroken continuity in research 
programs and who realize that the 
important thing is the proper social 
and economic implementation of the 
results thereof. Unfortunately, other 
Federal scientific and research bureaus 
have not always had this intelligent 
understanding on the part of their 
officials. They have been most un- 
wisely interfered with, important proj- 
ects have been dropped, the work of 
years has been disrupted, and dis. 
tinguished scientists have been unduly 
burdened with minor tasks and anxie- 
ties, or even dropped from the service 
altogether. 

Second, there must be general recog- 
nition that government work is quite 
as important, quite as necessary, and 
quite as respectable as any other kind. 
Work for the Federal Government must 
become in the full sense a profession 
and a career, and outstanding workers 
—whether scientists or administrators 
—must be able to attain the same 
distinction they would in_ business, 
industrial, or university life. 

We may well conclude with a para- 
graph from Dr. White’s Boston address, 
quoted earlier herein, for he says: 


These developments, which collectively 
would provide a career fascinating to the 
ablest young persons of each generation, 
are well within the range of possibility. 
They require no statutory changes in the 
Federal system of administration. They 
require no additional appropriations from 
Congress. They can be worked out though 
the cooperation of the Civil Service Com- 
mission and the Secretaries of the depart- 
ments and the heads of the independent 
establishments. I may say that I cherish 
the hope that within the next few years 
we shall be able to make definite progress 
along some such lines as these, thus laying 
the foundation for a new public service 
adequate to meet the demands of the new 
world into which we have so suddenly been 
plunged. 
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ration of governmental policy as 

to who is to get the air. The 73rd 
Congress abolished the Federal Radio 
Commission and established in its 
place the Federal Communications 
Commission, with powers: 
“to regulate interstate and foreign com- 
merce in communications by wire and 
radio, so as to make available, so far as 
possible, to all of the people of the United 
States a rapid, efficient, nation-wide, and 
world-wide wire and communications serv- 
ice with adequate facilities at reasonable 
charges.” 

This Communications Commission is 
now confronted with the task of rec- 
ommending regulatory legislation for 
action by the present Congress. Shall 
Congress by statute allocate fixed per- 
centages of radio broadcasting facilities 
to particular non-profit radio programs? 
To put the matter bluntly, the present 
Commission is by law required to decide 
whether or not the commercial broad- 
casters shall continue to dominate the 
air to the virtual exclusion of other 
interests. The Commission has held 
extensive hearings and conducted vari- 
ous studies to obtain data for its report 
to Congress. This report, according 
to the provisions of the Communica- 
tions Act, is to be made by February 1, 
1935. It is impossible to predict the 
substance of this report, but it is to be 
hoped that the lessons to be learned in 
the experience of the old Commission 
will not be neglected. 

The Federal Radio Commission pre- 
sents an unusual chapter in government 
regulation of industry. Regulatory 
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active aid and even urgency of the radio 
industry. ‘The need for state “inter- 
ference” in this field was evident to 
broadcasters long before Congress could 


be persuaded to act. 


Hoover and the Broadcasters 


And the initiator and guiding spirit 
of this movement for government regu- 
lation was the “rugged individualist,” 
Herbert Hoover. Ardent advocate of 
self-government in industry, Secretary 
of Commerce Hoover strove to limit 
the sphere of coercive political author- 
ity and to utilize the resources of the 
state for the benefit of business. In 
radio, however, he saw an exceptional 
case. The first license to broadcast 
was issued by the Secretary in 1921 but 
within a year over five hundred stations 
were on the air. The necessity for 
regulation was inherent in the situation. 
With the number of wave lengths fixed 
by nature and by technical limitations, 
chaos was the alternative to regulation 
among the competing broadcasters. 
In February, 1922, Secretary Hoover 
called the first American Radio Con- 
ference and brought together represen- 
tatives of all branches of the radio 
industry. Extensive government con- 
trol was advocated, suggestions for 
legislation were made, and a bill was 
introduced. Congress took no action 
and the Secretary of Commerce con- 
tinued to license stations. 

The Conferences, on the other hand, 
became an annual fixture and the radio 
regulations promulgated by the Depart- 
ment of Commerce were based largely 
upon suggestions made at these meet- 
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ings. Hoover became very popular 
with the radio interests and succeeded 
in ironing out various difficulties that 
arose, but his right to regulate the 
industry through exercising discretion 
in the issuance of licenses was uncer- 
tain. In 1926 an adverse court deci- 
sion followed by an opinion of the 
Attorney-General reduced the Secre- 
tary’s powers to the ministerial function 
of granting permits to broadcast at 
request. A mad scramble to get on the 
air ensued and a broadcast of bedlam 
resulted. The demand for government 
regulation was now imperative since 
the very existence of the industry was 
threatened. 

The explanation of this paradoxical 
desire on the part of the radio industry 
to be regulated is, of course, obvious. 
But the question immediately arose in 
Congress as to whether radio should 
be regulated through one of the existing 
administrative agencies or by a special 
independent board. 


Who Should Control? 


The uncertain answer to this question 
affected the early years of radio regula- 
tion in the United States. President 
Coolidge favored control by the De- 
partment of Commerce and opposed 
“‘sovernment by commission” but the 
Senate frowned upon one-man control. 
The opinion was widely held that cer- 
tain members of Congress wished to 
prevent Secretary Hoover from gaining 
the political prestige of disentangling 
the radio snarl. 

Where should the licensing authority 
be placed? The legislative battle 
hinged on this point. “Over on the 


House side,” Senator Watson stated, 
“they were in favor of casting all this 
on the Department of Commerce, and 
when it came over to this side we said, 
‘Commission or no legislation.’ 


And 


then there was a sort of compromise 
arrangement, the idea being that the 
Commission should operate for a year, 
and then should go back to the Depart. 
ment of Commerce.” 

Thus the Commission, established 
under the White Act of February, 1927, 
was the result of a political deal, 
Its “expectancy” of life was brief, 
Aligned against it, moreover, were the 
commercial radio interests that desired 
regulation by the Secretary of 
Commerce. 


Business Unfriendly 


This hostility appeared clearly when 
the question of continuing the existence 
of the Commission was considered, 
Whether or not toscrap the Commission 
was an open question for several years, 
Some politicians appeared willing to 
kill the Commission on one occasion 
by catching the bill to extend its life 
in a legislative jam with other radio 
legislation and thus block its passage. 
“No one seems to be particularly 
worried,” declared the spokesman for 
the Radio Manufacturers’ Association, 
“because they realize that should the 
control of broadcasting pass to the 
Department of Commerce, it will be in 
able hands, as it was previous to the 
creation of the Commission.” ‘The 
general attorney of the Radio Corpora- 
tion of America urged upon the Senate 
Committee the desirability of relying 
largely upon the Department of Com- 
merce, and the commission form of 
control was criticized by the National 
Association of Broadcasters. 

Business interests were definitely 
mistrustful. Manton Davis of the 
Radio Corporation of America pre- 
dicted that the Commission would fall 
into ever-increasing arrears in its work 
and eventually become swamped. ‘The 
commission form of organization was 
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thought to encourage disagreement and 
delay. The early accomplishments of 
the Commission were belittled and a 
dark future predicted. Commissioner 
Caldwell, who was closely associated 
with commercial radio by his work as 
an editor of the McGraw-Hill radio 
‘ournals, took the view that “radio was 
handled best and the complaints were 
fewest when radio was under the super- 
vision of the Department of Commerce, 
under Secretary Hoover.” 

Joined to this unfriendly attitude on 
the part of business men were the 
additional handicaps of limited finan- 
cial resources, an inadequate staff, and 
jmpermanent power and _ existence. 
Congress practically kept the Commis- 
sion on probation by renewing its 
licensing powers for short intervals only 
and by keeping the Commissioners 
unsure of their jobs. From 1927 to 
1930 reappointments were made for 
one year, and the possibility that the 
board would be abolished was held 
constantly before its members. 





























Sectionalism 






To the threat of the business interests 
which weakened the Commission in 
its early period must be added the dis- 
rupting influence of sectionalism. The 
White Act divided the country into 
five zones and provided that one 
Commissioner be appointed from each 
zone. This geographical distribution 
of positions was but a reflection of the 
underlying sectional jealousies that re- 
garded Commissioners as champions of 
regional interests and that demanded 
an equal allotment of the spoils of air 
space. 

The White Act provided that the 
Commission distribute broadcasting 
lacilities among “the different states 
and communities as to give fair, effi- 
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cient, and equitable radio service to 
each of the same.”” The Commission 
found, however, that the radio industry 
was less highly developed in the South 
and Southwest than in other parts of 
the country. The Commission pro- 
ceeded cautiously in granting licenses 
to applicants from these “backward 
sections,” taking the view that if pro- 
grams could be received, the state from 
which they came was of little conse- 
quence. But Southerners felt that 
they were not getting their just share. 
The issue became one of local pride and 
States’ Rights. Were “damn Yankees” 
to inflict their tastes and tunes upon 
the Southland? 

The Commission tried to avoid forc- 
ing stations off the air simply because 
their zone was over quota. Individ- 
uals promoting radio in the South 
became impatient. Irritation arose 
over the Commission’s delay in grant- 
ing increased facilities for two Ten- 
nessee_ stations. The Commission 
quarreled with the owner of a powerful 
Southern station who thereupon under- 
took to arouse popular protest. Com- 
missioner Sykes of Mississippi was 
criticized for not exerting himself more 
on behalf of the South. This dis- 
satisfaction arose during the first year 
of the Commission’s work and was 
given a hearing in a general investiga- 
tion of the board’s activities. Little 
confidence was felt in the Commission 
at the time. The struggle was along 
sectional lines and Congress knew no 
scruples in dictating to this new and 
untried administrative body. 

After a long debate, the Davis 
Amendment was enacted March 28, 
1928 (44. Stat. L., 373). It provided 


for equal allocation of licenses, bands of 
frequency, wave lengths, periods of 
time for operation, and station power to 
each of five zones; and for fair and 
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equitable allocation to states within 
each zone, according to population. 

The amendment placed the Commis- 
sion in a difficult position. Difference 
of opinion arose among the members as 
to whether the immediate reallocation 
of broadcasting facilities was prescribed 
or whether the equitable distribution 
was to be approached by gradual steps 
in future applications. The amend- 
ment proved administratively unsound, 
and President Hoover in 1929 recom- 
mended that even the appointment of 
Commissioners by zones be abolished. 
Sectionalism must be reckoned with 
then as one explanation of the Com- 
mission’s difficulties. Class interests 
are another. 


Labor Hostile 


Dissatisfied with the attitude taken 
by the Radio Commissioners in limiting 
the facilities of its Chicago station, the 
American Federation of Labor appealed 
directly to Congress in 1930. None too 
tactfully the labor spokesman expressed 
the opinion that those with the best 
radio frequencies were “so influential 
that I doubt that Congress will dare to 
meet the situation.” 

Nevertheless, an amendment was 
introduced by Senator Glenn directing 
the Radio Commission to assign one 
cleared channel to labor with unlimited 
time and power equal to the maxi- 
mum power assigned any broadcast- 
ing station. The measure passed the 
Senate without a dissenting voice but 
was defeated in the House. In 1932 
similar attempts were made in both 
House and Senate, and the Federal 
Radio Commissioners were called be- 
fore the Senate Committee on I[nter- 
state Commerce to explain their policy 
toward labor. After considerable ques- 
tioning and discussion a compromise 
was finally reached. ‘The labor organi- 





zations agreed to abandon their legisla- 
tive activities for a clear channel and 
to accept an increase of power from 
1500 watts to § kilowatts, with full time 
for their station on the old frequency, 

Here was a clear case of legislative 
interference in the administrative policy 
of a quasi-judicial and supposedly 
independent agency instigated because 
of the demands of a special group. But 
labor was not alone! Certain educa- 
tors, convinced that the Commission 
was giving too much spectrum space to 
business, took their case to Congress, 
Senator Fess in January, 1931, intro- 
duced a measure calling for the alloca- 
tion of 15% of broadcasting facilities 
to educational purposes. ‘The National 
Committee on Education by Radio lent 
its support to the measure but Congress 
failed to act favorably in either 1931 
or in 1932 when the bill again appeared. 

The Commission declared that 
“radio is not education itself, or the 
means of its dissemination, but at best 
education is only one use to which radio 
may be put.” In its first five years the 
Commission granted licenses to 95 
educational institutions. By 1932 only 
44 of these stations were in operation; 
the licenses of 23 were relinquished 
voluntarily to commercial enterprises, 
18 were deleted because of voluntary 
abandonment, and 10 were deleted 
for cause. The Commission concluded 
that ‘“‘educational programs can be 
safely left to the voluntary gift of the 
use of facilities by commercial stations.” 


Congressional Interference 


Although the Commissioners were 
open to assault from organized groups 
working through their congressmen and 
urging legislative direction of adminis- 
trative discretion, only on one occasion 
(the passage of the Davis Amendment) 
did Congress enact legislation for in- 
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structing the Commission. This does 
not mean, however, that the regulation 
of broadcasting has remained free from 
congressional interference but rather 
that statutory direction has been un- 
necessary. Laurence F. Schmeckebier 
writes that “‘ probably no quasi-judicial 
body was ever subject to so much con- 
cressional pressure as the Federal Radio 
Commission” and that “‘much of this 
came at a time when a majority of the 
Commission had not been confirmed.” 
The lack of interest on the part of the 
public so characteristic of most govern- 
mental undertakings did not hold for 
the Federal Radio Commission. 
Members of Congress were frequently 
requested by their constituents to urge 
the Radio Commission to grant licenses 
in their home communities. Congress- 
men did not scruple to communicate 
with the Commission in order to “‘ex- 
plain” their local situation. Without 
full knowledge of the facts and without 
responsibility for the results of their 
action, these congressmen used their 
official position for non-official purposes. 
Of course, representatives have the 
clear duty of acting as spokesmen for 
their state or district but these activi- 
ties are better confined to Congress 
rather than directed to influencing im- 
properly a quasi-judicial commission. 
The threat of disruption in the ad- 
ministrative routine is great. Public 
responsiveness to the appeals of broad- 
casting for support is remarkable, in 
some cases thousands of letters being 
sent into the station and passed on to 
the Commission. One hundred and 
seventy thousand official affidavits of 
listeners were executed in one instance 
and submitted as evidence. The pe- 


cuniary value of licenses is large and 
broadcasters have shown their readi- 
ness to hold on to their privileges by 
Local 


resorting to political pressure. 
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pride and local desires and tastes for 
certain kinds of programs combine with 
the financial investments of local station 
owners in demanding broadcasting priv- 
ileges from the Commission. 

Under the threat of interference by 
Congress and the pressure of special 
interests, the Commission undertook to 
administer within the wide provisions of 
the statute its enormously difficult task. 


Seeking Standards 


What criteria did the Commission 
follow in determining the public interest, 
convenience, and necessity? Breadth 
and flexibility the Commission declared 
are essential to any such standard. 
Under this genial vagueness the Com- 
mission functioned, though not without 
criticism from the American Bar As- 
sociation for the resultant uncertainty 
of its discipline. No clear line guided 
its policy. 

It was the task of the Commissioners 
to read some meaning into the general 
mandate which they held from Con- 
gress. Whatever competence as ex- 
perts they may have possessed was of 
little more than incidental significance 
in determining policy. Expertise can 
apply only to scientific problems and 
while it insures a grasp of technical 
limitations and possibilities it does not 
contribute to a positive elucidation of 
the public welfare. Here even the 
expert must rely upon his fallible judg- 
ment and his integrity. The Commis- 
sioners, however, attempted to desig- 
nate certain elements as part of the 
substantive content of public interest. 
But how was this concept fulfilled in 
actual practice? ‘To answer this ques- 
tion is to summarize the working 
policies of the Radio Commission.! 





1The quotations on the Commission’s views are 
from the decision on the application of Great Lakes 
Broadcasting Co., No. 4900, etc. See Annual Report 
of 1928, pp. 32 ff. 
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Priority was one general principle gov- 
erning the Commission. The station 
having the longest record of continuous 
service had a superior right, other con- 
ditions being equal. But a “fair and 
equitable” distribution of facilities geo- 
graphically may outweigh priority since 
the limited broadcasting facilities must 
serve many communities. Did the ap- 
plicant have a firm financial standing? 
Was his equipment modern and effh- 
ciently handled? Adequate apparatus 
is necessary for clear transmission and 
for the eliminationofinterference. Itis 
in the public interest that a station stay 
upon the frequency assigned. Had the 
applicant obeyed the rules of the Com- 
mission—as, for example, with respect 
to announcing the use of phonograph 
records and announcing his call letters 
properly? Had the station followed 
the statutory provisions relating to the 
banning of obscene, indecent, or profane 
language, or to non-discriminating be- 
tween political candidates? ‘‘In so far 
as a program consists of discussion 
of public questions,” the Commission 
stated, “public interest requires ample 
play for the free and fair competition of 
opposing views, and the Commission 
believes that the principle applies not 
only to addresses by political candidates 
but to all discussions of issues of impor- 
tance to the public.” 

Stations controlled by a particular 
group for the dissemination of propa- 
ganda were not favorably regarded by 
the Commission. ‘As a general rule,” 
the Commission states, “postulated on 
the laws of nature as well as on the 
standard of public interest, convenience, 
or necessity, particular doctrines, creeds, 
and beliefs must find their way into the 
market of ideas by the existing public 
service stations, and if they are of 
sufficient importance to the listening 
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public the microphone will undoubtedly 
be available.” 


** Public Service’’ Stations 


This laissez-faire attitude and trust 
in the benignity of the laws of nature 
in providing a hearing for all ideas takes 
for granted a great breadth of social 
vision and liberality on the part of the 
commercial interests in control of the 
so-called “‘ public service” stations. To 
believe that ideas critical of the existing 
social and economic order will naturally 
win a hearing if they are of sufficient 
importance to the listening public is to 
ignore the fact that actually programs 
are drawn up and determined by private 
interests. It is true that a fairly liberal 
policy has been pursued by the big 
broadcasters. But the stubborn fact 
remains that such a hearing is at the 
sufferance of commercialinterests. The 
Commission has declared that “‘broad- 
casting stations are licensed to serve 
the public and not for the purpose of 
furthering the private or selfish interests 
of individuals or groups of individuals. 
The standard of public interest, con- 
venience, or necessity means nothing if 
it does not mean this.” Yet the Radio 
Commission frankly admitted that 
advertising was an exception because it 
furnishes the economic support which 
makes broadcasting possible. As an 
exception contrary to the general policy 
of the Commission with respect to 
special interests, it might be supposed 
that advertisers would be expected to 
submit to a strict supervision. But 
this has not been the case. 

Commercial advertising stations have 
been encouraged and other stations 
discouraged. ‘‘While the Commission 


is of the opinion that a broadcasting 
station engaged in general public service 
has, ordinarily, a claim to preference 
over a propaganda station, it will apply 
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this principle as to existing stations by 
giving preferential facilities to the 
former and assigning less desirable 
positions to the latter to the extent 
that engineering principles permit.” It 
is hardly to be expected that such sta- 
tions could succeed when given poor 
facilities and unpopular hours. But 
the Commission has gone on record as 
discriminating against special interests 
other than those of advertisers wherever 
opportunity offers. ‘To the critics who 
object to the present wordy advertising 
methods and who advocate limiting 
advertisers to a statement of sponsor- 
ship the Commission has given a contra- 
dictory response. Such a limitation, 
they have argued, would favor a few 
national advertisers and would dis- 
criminate against other national adver- 
tisers and virtually all local and retail 
advertising. 

By this reasoning the Radio Com- 
mission is reduced to the position of 
regulating broadcasting so as not to 
interfere with the local retailers and 
certain national advertisers. In other 
words, not only have the interests of 
advertisers as a class been given prefer- 
ence but the Commission further re- 
fused to discriminate against descriptive 
advertising or to encourage sponsored 
programs. 


Advertisers Favored 


Without reference to the merits of 
the case, the point seems clear that the 
Federal Radio Commission has inter- 
preted the concept of public interest so 
as to favor in actual practice one 
particular group. While talking in 
terms of the public interest, conveni- 
ence, and necessity, the Commission 
actually chose to further the ends of the 
commercial broadcasters. They form 


the substantive content of publicinterest 
as interpreted by the Radio Commission. 
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How will the Communications Commis- 
sion interpret the “public interest’? 

The phrase is an empty concept that 
must have meaning read into it. The 
Radio Commission professed to take a 
relatively negative part, at the same 
time expressing its “‘ great confidence in 
the sound judgment of the listening 
public as to what types of programs are 
in its own best interest.”” The populace 
actually is given little choice when 
confronted on one hand with the pro- 
grams of the favored commercial sta- 
tions and on the other with those of the 
special interest stations handicapped by 
unpopular and inconvenient time sched- 
ules, and low power. 

The fact that many listeners respond 
favorably to crooners, black-face come- 
dians, astrologers, demagogues, and 
mountebanks, whether political, reli- 
gious, or theatrical, does not necessarily 
mean that the radio industry is being 
regulated according to the public inter- 
est, convenience, or necessity. The 
tastes of many potential listeners are 
not considered in this policy. 

One can scarcely agree with President 
Hoover that “there is no proper line of 
conflict between the broadcaster and 
the listener’’; or that “their interests 
are mutual, for without one the other 
could not exist.”” The conflicts in 
taste and opinion between the listener 
and broadcaster are sharp and fre- 
quent, and the only weapon of the 
radio auditor is turning the dial to 
another station or writing a letter of 
protest. 

It might readily be conceded to. the 
public convenience that the extravagant 
and often false claims of advertisers 
warranted exposure. But it is obvious 
that any scheme for such debunking 
over the radio is impossible under 
present conditions. It may be argued 
that the Radio Commission had no 
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powers of censorship and hence could 
not be held responsible for the character 
of programs. In granting renewals of 
licenses to stations accused by the 
National Food Products Association of 
insidious cigarette advertising on the 
air, the Commission disclaimed its 
power to refuse licenses to organiza- 
tions with whose ideas it disagreed. 
Yet in other cases it did not hesitate to 
rule stations off the air because of the 
character oftheirprograms. The Com- 
mission actually exercised a very great 
power over what was broadcast since in 
considering the renewal of licenses the 
past performance of a station was 
reviewed. 


Propaganda Stations 


The Commission, moreover, laid down 
certain criteria as to the kind of pro- 
gram which it regarded with approval. 
It definitely took the view that “the 
tastes, needs, and desires of all sub- 
stantial groups among the listening 
public should be met in some fair 
proportion, by a well-rounded program, 
in which entertainment, consisting of 
music of both classical and lighter 
grades, religion, education, and instruc- 
tion, important public events, discus- 
sions of public questions, weather, 
market reports, and news and matters 
of interest to all members of the family 
find a place.” 

With so comprehensive a view one 
could scarcely take exception, but the 
Commission acted upon the assumption 
that commercial agencies were best able 
to supply such a service and hence 
should be favored above all others. 
“By and large,”’ the Commission stated, 
“‘propaganda stations do not have the 
financial resources nor do they have the 
standing and popularity with the public 
necessary to obtain the best results in 
programs of general interest.” 
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This broad policy, although attempt- 
ing neutrality, actually has the contra 
effect. ‘The Commission tried to keep 
clear of commitments. But public 
welfare in this field cannot be inter. 
preted in a negative fashion. Unless 
the government enunciates a clear 
policy of its own, its regulation wil/ 
amount to little more than throwing 
its weight to one side or the other when 
a dispute arises. And unless it is to 
support confusion and establish vacilla- 
tion it must support one side with some 
degree of consistency. This is what the 
Federal Radio Commission has done. 
It has thrown the weight of its authority 
in support of the advertisers. 

The domination of broadcasting by 
large commercial enterprises means 
that plenty of money is available to em- 
ploy leading actors, musicians, and en- 
tertainers. Broadcasters received over 
$77,000,000 during 1931 for the rental 
of their facilities. Here the deter- 
minants of policy are necessarily pecuni- 
ary in the final analysis. In accordance 
with its so-called editorial policy a 
well-managed station lets the politicians 
talk and occasionally gives the profes- 
sors a chance. Such donations are 
decorations on the station’s record when 
the time comes to seek a license renewal 
from the Federal Government. But 
underlying all considerations is the 
necessity of eliminating any element 
that might lessen the usefulness of the 
station as a device for attracting the 
buying public. 

Leaving the interpretation of the 
public welfare to this purely economic 
determinism means surrendering into 
commercial channels enormous poten- 
tialities for political leadership, popular 
education, and the control of public 
opinion. 

“Radio is too great a thing to be used 
purely for entertainment,” the counsel 
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for the American Federation of Labor 
told a Senate committee. “This mar- 
velous power that can help the people is 
‘ust being prostituted.” 


Attitude of the Public 


This is the view of protesting minori- 
ties, but from the great mass of listeners 
very little discontent is heard. The 
fact of the matter seems to be that the 
radio is best operated by a unified 
organization with great financial re- 
sources and connections all over the 
nation. Chain broadcasting and the 
employment of the best artists is thus 
made possible. The National Broad- 
casting Company and the Columbia 
Broadcasting System have won wide- 
spread public approval and support. 
But the public interest is not to be 
determined in terms solely of what 
interests the public. There are many 
factors in radio regulation which may 
affect the public but which lie beyond 
the popular competence for judgment. 
Pandering to the vacillating tastes of 
the populace may mean a degrading 
of the possibilities of the radio. As to 
whether this has occurred is a matter of 
individual judgment. But leaving con- 
trol in the hands of commercial broad- 
casters means risking the impact of an 
economic determinism with profit-mak- 
ing as the basic consideration. This is 
what public interest, convenience, and 
necessity come down to bluntly, as 
interpreted by the Federal Radio Com- 
mission. The writer is not concerned 
with the ethical values or economic 
policy implicit in such a stand but 
simply with disclosing the substantive 
content of public interest as practiced in 
radio regulation. The point is ratherto 
emphasize the fact that the Radio Com- 
mission, while discriminating against 
special interests as such, not only made 
an exception for the benefit of certain 





advertisers but even identified their 
interest with the general welfare. This 
policy was the result of the Commis- 
sion’s worship of conventionality and 
its cautious, uncertain, and nugatory 
attitude. 


The Industry and the Commission 


In a weak political position, and 
surrounded by many minority interests 
making impossible demands, the Com- 
missioners hesitated in embarking upon 
a clear and definite policy of regulation. 
They faced a peculiarly difficult task 
from a technical viewpoint and they 
found in their environment rival social 
and economic forces threatening to dis- 
rupt their work. Whether consciously 
or not, the fact seems clear that the 
policy followed by this regulatory body 
has favored primarily the big commercial 
radio interests. This is the more 
significant when it is noted that this 
industry is to an unusual degree concen- 
trated and closely organized. 

The Columbia Broadcasting System, 
one of the two great national radio 
organizations, owns § stations, manages 
1, and has financial interests in 
another, besides providing program 
service to 95 stations on its network. 
The National Broadcasting Company, 
controlled by the Radio Corporation of 
America, owns § stations, operates or 
leases 2 others, and has a financial 
interest in 5 more. It provides pro- 
gram service to 76 stations grouped 
into four chains. 

The Radio Corporation of America 
with its numerous subsidiaries forms 
the greatest aggregate of private capital 
engaged in broadcasting. Ownership 
of over 3,800 patents of great impor- 
tance for electrical transmission ex- 
plains in part the widespread control of 
this company. It manufactures radio 
equipment and pools the patents of 
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General Electric, Westinghouse, and 
the American Telephone and Telegraph 
Company. Through the Radio-Keith- 
Orpheum it manages many artists. 
The Radio Corporation of America has 
developed the industry and now virtu- 
ally controls it. 

The cry of monopoly has been 
raised against the Radio Corporation of 
America and in 1931 the courts decided 
that the Clayton Act had been violated. 
But no licenses can be issued (according 
to the 1927 Radio Act) to parties 
adjudged guilty of unlawful monopoly. 
The renewals of over 1,200 licenses held 
by the Radio Corporation of America 
were thus endangered. The Radio 
Commissioners, however, finally decided 
that inasmuch as the monopolistic 
malpractices had related to radio ap- 
paratus and not to actual broadcasting 
they lacked authority for denying the 
renewals. ‘The decision was 3 to 2 and 
the distinction was nice. It did not 
serve to allay the criticism that the 
Commission was under the control of 
big business. 


The Record 


The record of the Federal Radio 
Commission shows clearly the impor- 
tant part that outside economic influ- 
ences play in the determination of 
public policy when the responsibility 
of defining this policy is placed under 
an administrative tribunal politically 
weak and manned by business men and 
politicians. 

These Commissioners enunciated no 
consistent, clear, and positive criteria 
as to what is in the public interest, con- 
venience, or necessity. They applied 


first one standard and then another, 
guided by the expediency of the moment 
and by the assumption that what was 
good for the radio business was good for 
the radio public. 


Special group inter- 


ests met great obstacles in their struggle 
to secure recognition at the hands of 
the Commission. The Davis Amend. 
ment has been a failure and the Radio 
Commission increased rather than re. 
duced the over-quota condition of the 
over-quota states. The Radio Com. 
missioners were accused of showing 
favoritism toward the Radio Corpora. 
tion of America, of exercising illegal cen. 
sorship in denying improved channel; 
to labor, and of permitting broadcaster; 
to censor programs of a controversial 
character. 

The radio is a peculiar problem and 
it can only be met satisfactorily within 
the limits fixed by its own inherent 
limitations. There is no gainsaying 
the fact that there are many more 
interests demanding their place on the 
air than there are wave lengths in the 
spectrum. It is likewise evident that 
broadcasting is an expensive and highly 
technical process which is best con- 
ducted by those possessing large finan- 
cial resources. 

There is a public demand for lively, 
brisk entertainment on the air. The 
aesthetic standards here are comparable 
to the general tastes of the movie-going 
public. In other words, the great 
mass of the listening public wishes to 
be amused, not introduced “‘to the 
better things in art, music, or literature.” 
This may be regarded by some as a 
situation to be deplored but it is a fact 
of basic importance that must be 
acknowledged. 

The control of the air up to the pres- 
ent time has been in accordance with 
these foregoing factors. The broad- 
casters with the most efficient equip- 
ment, the highest technical competence, 
and the large popular followings have 
been favored. Despite the general 
complacency of the public, strong 
minority interests now demand con- 
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sideration. Something must be done. 
What are the alternatives? 


The Solutions 


(1) Government ownership and oper- 
ation. The British Broadcasting Cor- 
poration 1s pointed to as a satisfactory 
administrative device, but even were 
it politically feasible to think of com- 
plete socialization of the radio this 
move would bring grave difficulties in 
its train. It would mean establishing 
a governmental authority to select 
what the public is to hear and censor- 
ship would necessarily be entailed. 
The British Broadcasting Corporation, 
although remarkably successful in 
meetingits heavy responsibilities, never- 
theless encounters much criticism. 
Professor Dimock writes (British Public 
Utilities and National Development, p. 
293): “The principal criticisms of the 
British Broadcasting Corporation arise 
from minorities who contend that they 
are not given a fair opportunity to use 
the facilities of broadcasting. ‘This is 
the point at which unified control 
pinches tightly.”” Listeners object to 
the uplift character of its programs 
from the artistic side and to the 
pontifical “spacious anonymous mug- 
wumpery” in its treatment of political 
broadcasting. Whatever the injustice 
of these attacks may be, the authori- 
tarianism of the British system is 
inescapable. 

(2) Another solution offered is to 
allot by statute a fixed percentage of 
radio facilities for non-profit programs. 
This proposal is receiving serious atten- 
tion at the present time. Obviously 
it would mean a reduction in the 
amount of advertising on the air. But 
how would the time thus freed be filled? 
wo courses are open: (a) to license 
non-profit stations; (b) to require the 
commercial stations to give a certain 
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ratio of time to non-profit programs. 
Judged in the light of experience both 
courses leave much to be desired. 
Very few non-profit stations have re- 
sources comparable to commercial sta- 
tions. Their popularity in most cases 
contrasts most unfavorably with those 
established upon a more solid economic 
basis. Moreover, there are not enough 
wave lengths to meet the demands of 
the special interests desiring channels. 
Nor could the problem be solved by 
dividing the air between “‘educational”’ 
and commercial stations. As one of 
the Radio Commissioners explained, 
“The Commission has never cancelled 
a single license of an educational institu- 
tion. The reduction in the number of 
educational stations since 1927 has 
occurred by virtue of the voluntary 
assignment or surrender by educational 
stations of their licenses, either because 
they were unable for financial reasons 
to maintain them, or because they did 
not have sufficient program material 
to continue operation.’ As a matter 
of fact, it appears that commercial 
stations have been very generous in 
offering time to educational institutions. 
Unless a non-profit broadcasting system 
is to be endowed (and this seems very 
unlikely), such stations are impracti- 
cable. The problem is not solved by 
giving unequal competitors the right 
to compete. 

Is there any middle course between 
government ownership and the domina- 
tion of the radio by business? Only 
by bringing under Federal management 
a small fixed percentage of the available 
wave-lengths can the virtual monopoly 
of the air by commercial broadcasters 
be avoided. Only in this way can 
non-profit broadcasters be relieved of 
their sole dependence on the business 
interests controlling the radio industry. 
A Federal broadcasting chain would go 
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far toward meeting the problems of 
radio regulation today. Great broad- 
casting facilities already exist as part of 
our system of national defense. Fi- 
nancing this official undertaking would 
require some little ingenuity but should 
occasion no great perplexity. It is the 
utter dependence of our present system 
upon the advertiser that constitutes 
its chief weakness. The public in- 
terest cannot be consistently inter- 
preted as the advertiser’s interest and 
yet the present economic basis of 
the radio world makes this consequence 
inevitable. 

The government radio chain must be 
preserved from the abuses of partisan 
politics and the spoils system. Here 
the British system provides a model of 
organization. The British Broadcast- 
ing Corporation is an autonomous ad- 
ministrative unit free to use wide 
discretion as to what is best for the 
public to hear and free from political 
interference. 

Public operation of a broadcasting 
system would not mean that the govern- 
ment in power would use the radio to 
consolidate its own control. All sides 
of all public questions would be given 
a hearing. But whereas at the present 
time what goes on the air is determined 
by advertisers and commercial broad- 
casters, under the proposed scheme 
the standards of judgment would be 
broadened. 


The experience of the Federal Radio 
Commission raises the question as to 
whether governmental administrators 
can regulate this great industry entirely 
fromtheoutside. Direct governmental 
participation suggests a means of 
counterbalancing the domination of 
the air by commercial broadcasters, 
The regulatory commission type of 
control can scarcely be regarded as the 
final form. Undertaking control in a 
new and rapidly developing field has 
engendered difficulties of peculiar com- 
plexity. The need for governmental 
“interference” at the very start was 
recognized by the radio industry itself, 
Regulation was essential to the growth 
and success of broadcasting. But the 
most effective way of administering 
this control has yet to be discovered. 
A few powerful firms have been largely 
responsible for the remarkable develop- 
ment of radio as an art and industry. 
Thus far the government has taken a 
relatively negative part. The listening 
public has seemed content to regard the 
radio as an entertaining toy. Adver- 
tisers and commercial broadcasters have 
exerted every effort to sell their goods 
and amuse the public. The Federal 


Radio Commission complacently main- 
tained the status quo as promoting the 
public interest, convenience, and neces- 
sity. A protest is now heard against 
this Panglosian view of the “best of all 
possible radio worlds.” 








ARE RAILROAD FREIGHT RATE STRUCTURES 
OBSOLETE? 


By G. LLOYD WILSON 


HE freight rate structures of the 
United States have undergone al- 
most continual investigation, 
examination, and revision since 1920. 
Numerous. general territorial rate 
structure investigations and myriad 
individual commodity and scattered 
local readjustments during the past 
ten years before the Interstate Com- 
merce Commission and state commis- 
sions, have cost the Federal and state 
governments, carriers, and shippers 
millions of dollars annually. ‘The cost 
of revising, publishing, and distribut- 
g the thousands of classifications and 
tariffs has added huge sums to the 
expenses of railroad operation. What 
tangible results are there as a result of 
all of this litigation, labor, and expense? 
Are the results worth the cost? Have 
these numberless railroad freight rate 


Have the elaborate and complex 
railroad freight rate structures become 
so complicated that they are not suited 

modern industrial needs? 
These questions cannot be answered 
without examining the development 
the present status of railroad 
freight rates from a point of view that 
will enable us to see the forest without 
having our vision obscured unduly by 
the individual trees. 


The Origin of Freight Rate Structures 


Railroad freight rate structures are 
not made; they have “‘accumulated”’ 
ver a period of time. The Interstate 
Commerce Commission during the past 
decade has proceeded with painstaking 


care to produce some degree of order 
out of the “tangled mazes of incon- 
sistencies and incongruities”’ constitut- 
ing the freight rate structures. The 
difficulties which beset the path of 
those who attempt to harmonize the 
inconsistencies and reconcile the incon- 
gruities of railroad rate making are too 
well known to be elaborated upon here. 
It is sufficient to say that rate making 
has been almost hopelessly and help- 
lessly complicated by the following 
factors: 

1. The changing character of the 
relationship of railroads and competing 
carriers—waterway, highway, and pipe- 
line carriers in particular; 

2. The changing sources of supply 
of certain raw materials because of 
exhaustion of old sources, the discovery 
of new sources, and changing demands 
for certain materials arising from the 
use of new materials or changes in 
manufacturing processes; 

3. The development of new markets 
and changing methods of marketing 
goods; 

4. The development of new and 
improved products and the shifting of 
standards of value of various products; 

5. The use of new and improved 
types of containers and other shipping 
devices; 

6. The changes in units of quantity 
in which goods are bought, sold, and 
shipped, due to changes in trade con- 
ditions and buying habits; 

7. The complications induced by 
changes in the Interstate Commerce 
Act, such as the long-and-short-haul 
9 
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clause and the aggregate of intermedi- 
ates clause of the Fourth Section and 
the “‘Rule of Rate Making”’ contained 
in Section 15-A of the Interstate Com- 
merce Act; 

8. The complexities in classifica- 
tion and tariff construction caused by 
the number of different articles offered 
in various stages of manufacture for 
shipment in a great variety of types of 
containers; 

9g. The interrelationship of carload 
and less-than-carload railroad rates; 
and, 

10. The wide difference between car- 
load minimum weights and the motor 
truck-load minimum weights. 

These factors and others less easy 
to discover and state tend to make the 
rate structures of the United States so 
complicated as to be unintelligible to 
the layman and to become matters of 
seemingly endless controversy among 
experts. 


What Are Rate Structures? 


The rate structures of railroads are 
their price policies, and the rate tariffs 
are their price lists. One of the tests 
of a price policy is whether or not it 
actually sells the goods or services 
offered by the vendor. Railroad 
freight tariffs, like catalogues and price 
lists, should be easy to understand, 
clear, and concise. Do railroad freight 
tariffs possess these characteristics? 
Do the rates attract traffic? Let us 
attempt to answer these questions in 
order. 

The railroads of the United States 
have on file with the Interstate Com- 
merce Commission approximately 
75,000 effective freight tariffs, ranging 
in size from a single page to over 1,200 
pages exclusive of supplements. ‘These 
tariffs and supplements must aggregate 
Over 10,000,000 pages of rate data. 














This huge library of rate information 
requires literally acres of space for 
filing and a large staff of supervisors, 
examiners, and clerks to keep it in 
order. New tariffs and supplement; 
are continually being published and 
filed. The tariffs have tended to be. 
come more and more voluminous and 
more and more technical, until the 
seeker after rate information is buried 
beneath tons of paper and printers’ ink 
and bewildered by the technical lan- 
guage in which the information js 
presented. 

The Federal Coordinator of Trans- 
portation, the Honorable Joseph B. 
Eastman, in discussing this matter at 
the convention of the Associated Traffic 
Clubs of America at Baltimore in 
October, 1933, observed with both 
humor and pointedness that he was 
pleased to speak before such a body 
because he and his audience spoke 
much the same language. “I mean 
that in a broad and general way, and | 
do not refer to that particular variety 
of English which is used in technical 
traffic parlance and which reaches its 
noblest expression in freight tariffs. 
Nobody ought to be allowed to speak 
that language, and it is questionable 
whether they ought to be allowed to 
write it. It might be better for it to 
pass gradually into the limbo of dead 
languages, along with Coptic and 
Sanscrit.” 

The present series of Consolidated 
Freight Classifications is a great step 
forward as compared with the territorial 
classifications of pre-World War days 
and a great stride ahead of the 
individual railroad classifications which 
preceded the Official, Western, and 
Southern Classifications, but the pres- 
ent Consolidated Freight Classification 
is neither a small nor a_ simple 
volume. The difficulties in the path 
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of reducing the number of items 
through grouping of articles, the com- 
plexities of simplifying and codifying 
the rules of classification are fully 
appr reciated, but the task must be 
undertaken in the interests of improved 
transportation and traffic technique. 

Judged by the criteria of simplicity 
and understandability, then, the rail- 
road freight rate structures cannot be 
said to be satisfactory to the carriers 
who compile and publish them, to 
shippers who use them, nor to the 
regulatory commissions with which 
they are filed and by which they must 
be interpreted. 


Railroad Rates as Traffic Attractors 


In attempting to measure the effect 
of railroad freight rates upon the 
development of freight traffic by rail- 
roads, we are confronted with almost 
insurmountable difficulties because of 
lack of statistical data of the amount of 
trafic moved by means of transporta- 
tion other than the railroads. In the 
years of increasing business activity in 
the United States following the World 
War from 1920 to 1929, the statistics 
of railroad freight traffic show that the 
railroads shared in the increasing 
volume of freight traffic transported, 
but the increase in railroad freight 
trafic did not keep pace with the 
increase in population in the United 
States nor with the increase in the 
material standard of living which re- 
quires an increasing movement of 
freight traffic, indicating a progressive 

s of traffic to other instrumentalities 
of transportation, particularly to the 
rapidly developing motor freight trans- 
portation agencies. 

The Class I railroads of the United 
States performed revenue freight trans- 
portation service in 1920 equivalent to 
hauling 3,851 tons of freight one mile 
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for every person in the United States, 
while in 1929, despite increased freight 
traffic, the per capita freight service had 
declined to 3,681 ton-miles. After the 
beginning of business depression, the 
railroad freight traffic decreased rapidly, 
despite increasing population, to 3,113 
ton-miles per capita in 1930, to 2,492 
ton-miles in 1931, and to 1,877 ton- 
miles per capita in 1932. 

The per capita revenue freight ton- 
mileage of the Class I railways for these 
and other years between 1920 and 1932 
is shown below: 





Ton-Miles per Capita 
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There is some modicum of comfort in 
the fact that the per capita ton-mileage 
increased in 1933 to 1,987 ton-miles per 
capita. 

The movement of railroad rates, 
meantime, is reflected in the average 
revenue per ton-mile of the Class I 
railways. During the period 1920 to 
1929 the average revenue per ton of 
freight transported rose from 1.052 
cents per ton-mile in 1920 to 1.275 
cents per ton-mile in 1921, as a result 
of the general rate increase in 1920. 
From 1921 onward there was a slow 
but steady decrease in the average 
revenue per ton-mile, from 1.275 cents 
in 1920 to 1.076 cents in 1929. In 
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1932 it had fallen to 1.046 cents, and in 
1933 it was less than I cent per ton- 
mile—o.997 cents, to be exact. 

Despite the reductions in railroad 
rates as reflected in the average 
revenues per ton-mile, traffic of types 
formerly moved by railroad freight 
service was diverted to other types of 
transportation services. In fact, many 
of the rate decreases were made in the 
attempts “to meet the competition” 
of other transport facilities. Motor 
trucks, freight forwarders, and steam- 
ship lines made hay while the business 
sun was high in the heavens; the motor 
trucks greatly increasing the amount 
and variety of traffic hauled in the 
short and middle distance fields, the 
freight forwarders greatly increasing 
the amount of middle and long-distance 
merchandise traffic transported, and 
the steamship lines increasing the 
amount of long-haul traffic transported. 

The rapid increase in the number of 
motor trucks in the United States from 
1,006,082 in 1920 to 3,379,854 in 1929 
indicates the strides made by the motor 
freight carriers during this period. 
Accurate data are not available to 
indicate the amount of the increase in 
freight traffic transported by motor 
trucks. The average yearly increase 
in motor truck registration during this 
period was 15.8%. The largest yearly 
increases were in 1920 and 1924, fol- 
lowing the boom years in Ig919 and 
1923, while the smallest increases were 
made in the last years of the upswing 
in business in 1927, 1928, and 1929. 
In 1930 the registration of motor trucks 
was 3,480,939, an increase of 3% over 
the registration for 1929, and a regis- 
tration of more than three times the 
number of trucks in service in 1920. 

The severe decrease in business 
activity since the latter part of 
1929, which continued with increasing 
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severity throughout 1930, 1931, and 
1932, was reflected to some extent jp 
the registration of motor trucks which 
increased only 3% in the year ending 
December 31, 1930, compared with an 
increase of 8% in the preceding year, 
At the end of 1931 the _ total 
motor truck registration amounted to 
3,466,571 vehicles, a decrease of 0.6% 
as compared with the number registered 
at the end of the preceding year, and in 
1932 the registration had decreased 
still further to 3,229,315, a decrease of 
about 7% compared with the preced- 
ing year. A further reduction was 
recorded in 1933 to 3,226,747 vehicles, 
a decline of 0.08%. It should be 
noted that the decline in motor truck 
registration has not been nearly s0 
severe as the decrease in_ business 
activity since 1929. 


The Effect of Rates upon Freight Trafic 


The attraction of freight traffic to 
one or another means of transportation 
is influenced considerably by the rela- 
tive levels of rates, and by the con- 
venience and_ simplicity of rate 
structures of one type of carrier as 
compared with others. True, the 
lower freight charges and easier rate 
calculations are only two of the reasons 
why many shippers use motor rather 
than railroad freight services in 
shipping what may be considered com- 
petitive traffic. 

Considerations which lead shippers 
to use motor freight service include: 

1. Fast delivery, usually overnight 
service within a radius of 300 miles of 
the shipping point; 

2. Store-door pick-up and delivery 
services; 

3. Direct contact with the propri- 
etors of the single transportation 
company which is to handle the entire 
transportation service; 
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4. Special rush service in connec- 
tion with shipments requiring expedited 
service; 

<. Special service available at un- 
usual hours of the day or night to meet 
emergency conditions; 

6. Elimination of transfers of the 
goods at intermediate points, with the 
consequent avoidance of delays and 
risk of loss or damage of the goods; 

7. Less stringent and less costly 
packing requirements; 

8. Lower loss, damage, and delay 
hazards; 

g. Faster, less complicated, 
more liberal settlement of claims; 

10. Lower ‘‘over-all” or door-to-door 
transportation charges; 

11. Greater flexibility in making rate 
arrangements with the carriers or bar- 
gaining with the carriers with respect 
to rates; 

12. Lower charges upon truck loads 
when the amount of traffic is sufficient 
to fill a truck but is not enough to 
justify carload freight rates; 

13. Avoidance of complications in 
ratings applicable to shipments grow- 
ing out of the rules of freight classifica- 
tions, such as the mixed carload, or 
mixture of goods in packages rules; 
the penalty ratings for goods in con- 
tainers which do not conform to the 
specifications provided by the rules of 
classification; and similar regulations; 

14. The availability of C.O.D. service; 
and 

15. The acceptance of freight which 
the railroads do not handle, particu- 
larly shipments of extraordinary value. 

These and other reasons which are 
peculiar to industries, or to the real or 
fancied requirements of certain ship- 
pers or consignees, impel many in- 
dustries to use motor freight services. 
Several of these reasons are directly or 
indirectly connected with charges. 


and 
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The low bidder in transportation is 
usually the successful bidder. 

A national survey embracing over 
35,000 shippers of merchandise freight 
conducted in 1934 by the Section of 
Transportation Service of the Federal 
Coordinator of Transportation indi- 
cated that 16% of the shippers con- 
trolling 25% of the total traffic used 
motor freight services because of simple 
classification of rates. The report on 
Merchandise Traffic found that the 
maladjustments of railroad less-than- 
carload charges are due in part to com- 
plex classification and tariffs, rigorous 
packing requirements, lack of rate 
parity, and the rigidity and structure 
of the railroad rate systems. 

Motor freight classification, and rate 
and claim regulations are usually 
simpler and easier to understand than 
railroad regulations governing these 
matters. ‘The size of railroad organiza- 
tions, the distance between the railroad 
classification, rate and claim organiza- 
tions, the years of tradition surrounding 
railroad classification, rate and claim 
procedure, the complicated rate struc- 
tures, the detailed and often burden- 
some requirements governing packing, 
the expense and inconvenience of truck- 
ing to and from railroad stations, the 
rigidity of railroad rates and charges, 
and the relationship of carload and less- 
than-carload rates, all contribute to 
the diversion of freight from the rails 
to the highways. 

The Merchandise Traffic Survey of 
the Section of Transportation Service 
of the Federal Coordinator of Trans- 
portation found that motor carriers 
have diverted large quantities of freight 
traffic from railroad less-than-carload 
service because of the complexities of 
railroad freight classifications due to 
“the basis and form of the classifica- 
tions, the number of tariffs and excep- 
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tions, and the application of different 
classifications.”” It found also that 
“‘the simpler tariff systems of charges 
used by highway carriers attract a 
substantial volume of merchandise, 
particularly from small shippers who 
felt that the volume of their business 
did not justify the employment of a 
traffic manager to interpret the rates 
of various types of carriers. The rail 
carriers must definitely and explicitly 
publish charges for merchandise move- 
ments applicable to all patrons alike. 
The complexity of rail tariffs arises in 
part from: the necessity for ‘original 
provisions,’ ‘alternative provisions,’ ‘ex- 
ceptions,’ the multiplicity of routes 
available owing to the large number of 
competing carriers, the multiplicity of 
territorial rate ‘systems’ or ‘adjust- 
ments,’ the necessity for the continu- 
ance of some of which is questionable; 
and the relatively short mileage blocks 
or groups used in fixing rates.” 

The report found also that, although 
equality in treatment and stability in 
rate adjustments are essential charac- 
teristics of any rate system, “the 
non-discriminatory and __ relatively 
stable rate systems, which carriers 
and regulatory commissions have 
sought to establish during the past 
twenty years, are threatened with 
destruction by indirect and competi- 
tive rate making.” It expressed the 
opinion that the inclusion of railroad 
less-than-carload class rates as part of 
the same rate structure with carload 
class rates unnecessarily handicaps the 
railroad carriers in meeting modern 
conditions of competition, because the 
class rates applicable to less-than- 
carload shipments cannot be changed 
without changing the carload rates in 
the same classes, although changes in 
the carload rates may be neither neces- 
sary nor justified. Railroad carriers, 
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when they do not wish to reduce less. 
than-carload rates directly by reducing 
class rates in order to avoid affecting 
the rates on carload traffic governed 
by the class rates, seek to reduce the 
less-than-carload rates by indirect rate. 
making devices. These devices include 
the publication of “any commodity,” 
“container,” or “‘truck-body” rates 
upon a carload or part-carload basis, 
sufficiently low to enable the freight 
forwarding companies to charge the 
shippers of the freight rates low enough 
to meet the rates of competitive motor 
trucking operators, and, of course, 
upon a basis much lower than the rail- 
road less-than-carload class rates. 

Sixty-seven per cent of 18,665 ship- 
pers, who control 67% of the total 
tonnage of merchandise traffic, reported 
to the Federal Coordinator that one 
of the reasons impelling them to use 
motor transportation service is lower 
total cost. The level of railroad mer- 
chandise rates, as measured by the 
third-class railroad freight rates, is 
higher than highway transportation 
rates alternatively available to shippers 
for all hauls in the East under 280 
miles, for all hauls in the South under 
700 miles, for all hauls in the central 
North West of 500 miles, and for all 
hauls in the South West under 950 
miles. Motor truck rates were found 
to be lower than express rates for all 
distances in all parts of the United 
States. 


What Conclusions Are Possible? 


It is unnecessary to elaborate further 
by citing other evidences of the obso- 
lescence of railroad freight rates under 
present-day conditions. 

The years of experience which have 
added alluvium to build up what are 
now known as railroad rate structures 
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have developed a rich rate soil which 
supplies the fertile fields from which 
crow the wonderful and sometimes 
weird flowers of the rate structures of 
the railroads. They are magnificent, 
even if they are scmetimes but vaguely 
understood by experts and seldom 
understood at all by some users of 
transportation services, unless the users 
employ competent industrial traffic 
managers. Is it not possible that we 
have become more concerned with 
building up a comprehensive system of 
rate structures than in developing 
rates and practices which will actually 
and effectively move traffic? 

The success of the freight forwarders 
and of the motor freight carriers in 
building up traffic during the past 
decade, and especially in the past few 
years, is eloquent testimony that traffic 
is attracted by price considerations and 
rate simplicity. 

It appears obvious that the time has 
come for the railroads to give serious 
consideration to the thorough over- 
hauling and simplification of classifi- 
cation rate and tariff procedure, and 
the construction of rates which will at 
the same time cover the costs of 
transportation and attract the traffic. 
Among the steps apparently necessary 
to be taken in this direction are: 

1. A thoroughgoing simplification 
and codification of the rules of railroad 
freight classification, and the recon- 
ciliation of these rates with the rates 


4 


of other carriers; 

2. The simplification of railroad 
freight rate structures, so as to make 
rates understandable and adaptable to 
business conditions; 

3. The separation of railroad less- 
than-carload and carload freight rates, 
so that the different types of traffic may 
be handled upon a rate basis designed 
to cover each particular type; 
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4. The publication of tariffs in more 
simple and understandable form, so 
that railroad and industrial traffic offi- 
cials may meet easily upon a common 
basis of understanding of the contents 
of the tariffs; 

5. The publication of single-sum 
door-to-door transportation charges in 
order to permit shippers and consignees 
to ascertain the exact charges for the 
complete transportation movements; 

6. The simplification of packing 
specifications in order to avoid com- 
plexities to the extent consistent with 
the safe carriage of the goods; 

7. An intermediate scale of charges 
between less-than-carload and carload 
rates to accommodate lots larger 
than less-than-carload movements and 
smaller than carload in order to give 
the rail carriers an opportunity to make 
rates upon lots of goods comparable 
to the lots moved at truck-load rates 
by the motor carriers; and, 

8. Lower rates than carload rates 
upon movements of a number of car- 
load shipments at one time from one 
point of origin to one destination in 
order to reflect the economies of solid 
train movements and to afford the 
railroads an opportunity to meet the 
competition of water carriers and pipe 
lines in the transportation of large lots 
of freight. 

These and other changes in the direc- 
tion of simplification and certainty can- 
not be made rapidly or without more 
adequate study; but no time should be 
lost in putting the machinery in motion. 
The pressing problems of the present 
do not brook delay. This is a buyer’s 
market in transportation, and the seller 
of transportation services must market 
his product in such a way as to attract 
the discriminating buyer, who has 


several suppliers competing for his 
patronage. 

















CLEARING OFF INTERNATIONAL 
COMMERCIAL DEBTS 


By PIERRE JOLLY 


REAT difficulties arising from 
the world depression have been 
encountered lately in the settle- 

ment of international commercial debts 
and have led a certain number of 
European governments—that of France 
in particular—to conclude international 
clearing agreements, the number of 
which has increased rapidly during 
the course of the last few months. 
What is exactly the nature of these 
accords; in which particular circum- 
stances were they arrived at; what has 
been their specific object; what diffi- 
culties had to be overcome; what sub- 
stantial results have been obtained 
through their conclusion? ‘These are 
points which are still little known in 
spite of their unquestionable interest. 


Origin of the Clearing House for 
Commercial Debts 


First of all, how was France (we will 
chiefly analyze here the French case 
which we have reasons to know well, 
having helped to create the Office de 
Compensation of the Paris Chamber of 
Commerce) led to resort to the clearing 
process in order to secure for French 
subjects the settlement of their com- 
mercial claims? Why? By virtue of 
what necessity was she compelled to 
take such a step? 

One remembers the facts. Many 
governments, particularly those of Cen- 
tral Europe and South America, had 
prohibited, under varying regulations 
which had similar results, the export 
of their national currencies and stopped 
more or less completely all payments 


abroad as a means of monetary defence, 
Unpaid claims had accumulated, serj- 
ously impairing an export trade already 
more or less crippled by the numerous 
impediments arising from the general 
depression. 

For a long time, everybody had been 
convinced of the necessity of quickly 
taking strong protective measures, 
The question was, what sort of meas- 
ures? Should the creditors be content 
by simply granting their debtors more 
or less important rebates on the amount 
due? But this solution, however pain- 
ful it might be for the creditors, was 
not always possible for the reason that 
however liberal might have been the 
reduction of the commercial debts, 
many states, if not all, found them- 
selves utterly unable to effect any trans- 
fer of moneys at all. The facts had 
to be faced in their tragic reality; in 
most cases it was simply out of the 
question to consider even the possi- 
bility of the least transfer of capital 
between many states. 

One could, of course, think of resort- 
ing, now and then, to mere bartering 
and some had recourse to such make- 
shifts. But it soon became apparent, 
even to the eyes of the most decided 
supporters of such backward processes, 
that it was not within the capacity of 
everybody to exchange directly and 
regularly sheep for automobiles or 
timber for silk. Such makeshifts may 
be only occasionally possible and can- 
not in any case constitute, even in 
times of depression and crisis, a satisfac- 
tory system of international exchange. 
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Traders and business people were 
therefore waiting for the assistance of 
“pure science” or theory to help them 
out of their piteous plight. But the 
truth is that neither one answered the 
-all. ‘This assertion does not imply any 
disrespectful criticism but should sim- 
oly be interpreted as a very modest as 
well as a very necessary statement. 

In the meantime the “‘exporters’”’ 
misfortune did not cease to be the 
subject of a lot of talking and writing. 
Every day, numerous économistes en 
chambre made a vivid picture of the 
“fatal errors of the past’? while some 
of their colleagues, enamoured of 
“meteorology,” did their best to prog- 
nosticate, if not with accuracy at least 
with much optimism, the very moment 
when the sun would shine again. But, 
in spite of the fine speeches of the 
former and of the meteorological fore- 
casts of the latter, the problems in 
question remained unsolved and the 
exporters’ difficulties increased every 
day. 

Compelled to act at once, the French 
Government to whom economic groups 
had, in the meantime, submitted some 
studies and surveys, quickly came to 
the conclusion that the only immediate 
and practical remedy consisted in the 
institution of a clearing system. ‘This 
clearing system would offset in each 
country the importers’ debts and the 
exporters’ claims over against corre- 
sponding traders of the foreign coun- 
tries which prohibited any exit of 
capital. Besides, it was known that 
several other foreign governments—in 
particular Switzerland and Italy—had 
already created such clearing agencies. 
lf, indeed, the first results of these 
institutions had not been quite satis- 
factory, it was plain that the technique 
used was more to blame than the 
principle. 
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While negotiations were set on foot 
with a certain number of governments 
which had checked the free circulation 
of currencies, the French Department 
of Commerce created at Paris, on 
February 15, 1932, an Office de Com- 
pensation, the management of which 
was entrusted to the Paris Chamber of 
Commerce which is supposed to take 
care of the French interests involved. 


Mazin Features of the French System 


The French system presents certain 
characteristic features, the importance 
of which should be emphasized. 

Let us remark, first of all, that the 
clearing process affects only debts and 
claims of a purely commercial char- 
acter. All other claims which do not 
originate in exportation of merchan- 
dise have been until now deliberately 
excluded. 

It is also of importance to realize 
that the clearing process is funda- 
mentally exclusive of any transfer of 
moneys. Both sides manage to work 
in close circuits. For instance, France 
will pay off her exporters who have 
shipped goods to Hungary, Yugoslavia, 
etc., exclusively by means of the pay- 
ments made by the French importers 
of Hungarian, Yugoslavian, etc., goods. 
On their side Hungary and Yugoslavia 
will act in like manner. 

As both parties work exclusively in 
close circuits, each of the two corre- 
sponding agencies can only pay its 
exporters as far as there exist available 
funds arising out of the cash received 
from the importers. It is therefore 
easy to understand that a certain lapse 
of time may occur between the moment 
the debtor pays and the day when the 
creditor (1.¢., the exporter) receives it. 
Let us assume, for instance, that a 
French exporter has sold goods in 
Bulgaria. How will his claim be set- 
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tled in France? It is first of all neces- 
sary that his debtor (1.¢., his buyer) 
settle his account in Bulgaria by paying 
into the hands of the Banque de 
Bulgarie which acts as the correspond- 
ing agency of the Office de Compensation 
of the Paris Chamber of Commerce. 
As soon as the payment is made, the 
Banque de Bulgarie informs the Paris 
Office. Let us remark that in fact 
this notice of payment is in no way a 
notice of transfer since, as we have 
already explained, the clearing process 
is fundamentally exclusive of any trans- 
fer of moneys. ‘The notice sent by the 
Banque de Bulgarie to the Paris Office 
is nothing but a “recommendation to 
pay.” On this recommendation the 
Paris Office will pay the exporter as far 
as he has sufficient available funds 
arising from the cash received from 
French importers of Bulgarian goods. 

When the funds available at the 
Paris Office are sufficient there is no 
reason why the exporter’s claims should 
not be settled immediately after notice 
has been received of the settlement of 
the invoice abroad. But if the avail- 
able funds are not sufficient the Office 
will deliver to the exporter a certificate 
extracted from a numbered stub-book 
and mentioning the sum put to his 
credit. Settlements will be resumed 
according to the chronological order 
of the claims, in proportion to the 
funds available. Of course the delay 
imposed in many cases on the exporter 
after his buyer has effectively paid, may 
sometimes be really annoying, but it 
must be nevertheless admitted that 
in the great majority of cases the work- 
ing of the clearing process has decidedly 
improved the exporter’s plight. 

The Paris Chamber of Commerce 
which runs the Office de Compensation 
was too well aware of what has been 
rightly termed “la grande pitié des 
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exportateurs” not to do its best to 
shorten the delay. Not being able to 
accelerate the rhythm of the clearing 
process, the Chamber thought it might 
try to do its best to help realize ; 
quick mobilization of the claims. 

Following an arrangement between 
the French Department of Commerce 
and the Bank of France, the latter 
accepts for rediscount the commercial 
paper issued by the French exporters 
and representing the sums put to their 
credit at the Office. In accordance 
with the Bank of France by-laws the 
bills must bear three signatures ac- 
cepted by the Bank. On the other 
hand, the Bank reserves, as it always 
does, the right to accept such paper 
only for a figure proportioned to the 
bearer’s standing. The amount must 
also be proportioned to the solvency 
of each of the joint subscribers. Later 
on the system was strengthened still 
more by the institution of an insurance 
of the credits which afforded the dis- 
counters a fresh guarantee. 

Let us add that the clearing problem 
is complicated by the fact that the 
importers’ payments serve the purpose 
of settling accounts due subsequently 
to the signing of each agreement as 
well as those previously due which, in 
certain countries, may have accumu- 
lated for many months. It has been 
necessary to provide for progressive 
amortization of old accounts by means 
of a levy on the cash received as impor- 
tation proceeds. In some cases the 
agreement fixes the percentage of the 
importers’ payments that will be ap- 
plied to the progressive extinction of 
old accounts; in other cases the agree- 
ment provides, on the contrary, for a 
periodic determination of the per- 


centage on account of the respective 
conditions of the exporting trade of the 
countries concerned. 
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Checking Imports 


Since the Office de Compensation can 
pay exporters to a particular country 
only to the extent of the amount of the 
available funds arising from the pay- 
ments effected by the importers of 
products from the same country, it is 
therefore of capital importance to im- 
pose on the latter very strict and 
effective obligations. Without enter- 
ing here into the detail of the regula- 
tions, let us remark that the Customs 
Administration would oppose the ad- 
mission of any merchandise in case the 
importer had failed to pledge himself 
to pay the amount due into the hands 
of the Office. The presence of a 
gendarme at the Office de Compensation 
was necessary and one must admit 
that no one could play the part better 
than the Customs Administration. In- 
deed, it is but just to recognize that, on 
the whole, the importers complied 
willingly with the necessities of the 
system. 

It is, of course, undeniable that the 
obligation imposed on all importers in 
each of the countries bound by an 
agreement to pay into the hands of a 
clearing agency, may be deemed rather 
trying. It is a fact that the clearing 
institutes a forced solidarity between 
the importers and exporters of a coun- 
try. Is not this solidarity a natural 
feature of economic transactions? It 
has nothing illogical in itself. An ex- 
ceptional situation calls for exceptional 
measures. In national as well as in 
family economy there is a primary law 
which springs out of the dire necessity 
of living. . . . Primum oivere. 


Monetary Aspects 


_ The creation, in each of the countries 
bound by an agreement, of a circuit 
which should in principle be tightly 
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closed, bears, from the monetary stand- 
point, consequences which it is not 
difficult to guess. Importers and ex- 
porters can pay and be paid only in the 
national currency of the country where 
they effect or receive their payments. 
In Paris, for instance, the Office de 
Compensation, receiving nothing but 
francs, will have to pay its exporters 
only in francs. Let us insist on the 
fact that this regulation does not at all 
forbid importers and exporters to ex- 
press their debts and claims in any 
currency other than that of the country 
where they make or receive their pay- 
ments. But in this case, at the time 
of the payments made by the importers 
or received by the exporters, the clear- 
ing agency will have to make the 
necessary conversions. 

Let us take as an example the last 
arrangement concluded between France 
and Germany on July 28, 1934. The 
basic principles are the following: 

In Germany, “‘any debtor having to 
effect payments in reichsmarks for the 
settlement of commercial debts in- 
curred in France must pay the amountof 
the matured bills into the hands of the 
Reichsbank. If the debt is expressed 
in francs, he will pay the equivalent in 
reichsmarks calculated at the average 
rate of the day at the Berlin Exchange.”’ 
(Art. 2 of the agreement) 

In like manner, in France, “any 
debtor having to effect payments in 
French francs for the settlement of com- 
mercial debts incurred in Germany 
must pay the amount of the matured 
bills into the hands of the Office de 
Compensation of the Paris Chamber of 
Commerce. If the debt is expressed 


in reichsmarks, he will pay the equiva- 
lent in French francs calculated at the 
average rate of the day on the basis of 
the average rate at the Berlin ex- 
change.” 


(Art. 3 of the Agreement) 
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When the claims are expressed in 
currencies other than French francs or 
reichsmarks, their amount will be con- 
verted into marks in Germany and into 
French francs in France on the basis 
of the average rates of the Paris and 
Berlin exchanges on the day the pay- 
ments are effected at the Reichsbank 
or at the Paris Chamber of Commerce. 


Importance and Results of the Clearing 
Operations 


Since 1932 France has signed clear- 
ing agreements with Bulgaria, Chile, 
Ecuador, Esthonia, Greece, Hungary, 
Latvia, Turkey, Yugoslavia, and 
Roumania. A Franco-Austrian clear- 
ing was also operated but today is 
completely liquidated, for it had no 
further object after the very meritori- 
ous straightening out of the financial 
situation which took place in Austria. 

Since August I, 1934, a new clearing 
arrangement of greater import than all 
those already in operation in Europe 
has been signed by France and 
Germany. A characteristic feature of 
this agreement consists in the fact that 
it covers not only France but all the 
French colonies and protectorates as 
well as the territories placed under 
French mandate by the League of 
Nations. The Paris Office de Com- 
pensation has established branch 
agencies (local chambers of commerce 
or colonial and state banks) in each of 
the French colonies, protectorates, or 
territories under mandate. But all 
import and export transactions are 
centralized by the Paris Office. 

On October 1, 1934, 1.¢., nearly two 
years after the establishment of the 
clearing system, the Paris Chamber of 
Commerce was able to pay French 
exporters a total sum of about two 
billion francs. Without the clearing 














institutions all these claims would have 
undoubtedly remained unpaid. 


Criticism 


In spite of these substantial result; 
severe criticism is frequently directed 
against the commercial clearing system 
on general grounds. Some contend 
that the clearing principle is nothing 
but a retrograde process which takes 
us back to mediaeval economics, if not 
to barbarism. Why? Because, it js 
asserted, the clearing system is nothing 
but a disguised form of barter. * Such 
would be, and practically is, the case 
in what is called “private clearing” or, 
in other words, when private persons, 
uncontrolled by any diplomatic arrange- 
ment, agree to exchange silk for sheep, 
or automobiles for tobacco or petro- 
leum. But under the French concep- 
tion, which is the conception of an 
official compulsory clearing, no opera- 
tion is individualized. French con- 
mercial clearing is conceived as a form 
of a centralized agency establishing 
comprehensive group accounts which it 
endeavors to clear off—a process which 
in no case can be compared to a barter- 
ing agency. 

It is also asserted that the clearing 
process is akin to the quota system. 
In fact, its tendencies seem, on the 
contrary, opposed to the quota system, 
since they emphasize better than any 
handbook of economics the necessity 
for international exchanges. You, ex- 
porters, are anxious to pay off your 
debts? So much the better! But you 
will do it only by importing goods from 
those very countries to whom you have 
sold your own merchandise. Of course, 
the clearing does not create business 
but it renders it possible. 

It is therefore somewhat unjust to 
consider the clearing process as a kind 
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of useless device destined to hinder and 
limit commercial exchanges. It is 
equally unjust to say that it simply 
organizes a forced solidarity between 
the importers and exporters of the 
same country and that it imposes on 
the former unbearable red tape. But, 
‘f one will honestly try to consider the 
question objectively, one will have to 
admit that, after all, the formalities 
imposed on importers are not as “‘ex- 
cessive and unbearable” as some critics 
are pleased to assert. Let us say that 
the authorities in charge have done 
their best to simplify them without 
impairing the necessary checking. Let 
us add also that, in certain cases, the 
fact that an importer is able to pay off 
his debt in national currency does not 
after all constitute such an unappreci- 
able advantage. 

But a more important consideration 
dominates the whole question: what is 
the need of criticizing more or less 
vehemently the clearing agreements if 
one has no other alternative to offer? 
Lament over the diseases rather than 
the remedies. It is not the “‘compensa- 
tion” that has stopped commercial 
exchanges. ‘These exchanges had to 
stop simply because between certain 
countries there were no further means 
of settlement. One of the specific 
characters of the world crisis is that it 
is chiefly a crisis of exchanges. And 
what does clearing mean? By correct- 
ing the evils arising from the very lack 
of means of settlement necessary to 
commercial exchange it renders export- 
ing and importing possible. Otherwise 
the only alternative would be to abstain 
from doing business or to have recourse 
to barter. 

Others reproach the system for 
smacking of ‘‘ Etatisme,”’ i.e., State 
socialism. I shall indeed never tire of 
repeating that it is all very well but 
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absolutely useless to advance nothing 
but objections of principle and no 
practical solutions. Most of these 
critics overlook the fact that it was 
merely a case of salus populi. Some- 
thing had to be done immediately. 
Why did the critics fail to propose 
better solutions? 

In fact, 1 am convinced that the real 
meaning of the clearing process has 
been generally overlooked or, in 
many instances, utterly misunder- 
stood. Statesocialism? No, there are 
today too many cases which justify 
the use of this expression without apply- 
ing it to the clearing process. The 
clearing should be simply considered 
as a technique of payments, a kind of 
rather drastic discipline of the inter- 
national settlements which has been 
imposed on us by the circumstances. 

One has also blamed the system for 
favoring the conclusion of mutual agree- 
ments of preferential treatment. Such 
accords, it has been said, are not within 
the reach of everybody and some coun- 
tries cannot make such compacts. Let 
us remark, first of all, that it is not at 
all demonstrated that clearing agree- 
ments may necessarily lead in certain 
cases to mutual agreements of preferen- 
tial treatment. If any doubt exists, 
a survey of commercial statistics would 
suffice to show that there is every reason 
to repeat once more that the clearing 
process does not create business but 
renders it possible. 

But is it so sure that the aversion 
shown by certain governments to the 
signing of such agreements with coun- 
tries having taken measures of mone- 
tary defense is not, in fact, motivated 
by their fear of bringing about a situa- 
tion that might perhaps shake or im- 
pair their own credit? 

Finally, the bilateral character of 
the clearing is made a subject of re- 











192 


proach. In itself, it is said, this feature 
is abnormal because settlements should 
follow the many-sided movements of 
the exchanges. I do not deny that 
bilateral clearing may lead to an 
impasse because of the impossibility 
of balancing, in a sufficiently short 
time, the debts of the importers and the 
claims of the exporters. I also admit 
that bilateral clearing can only make 
irregular progress because it isolates 
the exchanges with each country. But 
the fact that clearing agreements hith- 
erto arrived at have a bilateral char- 
acter does not at all imply that the 
clearing principle is in itself a hindrance 
to triangular or multiangular business. 
It is, I think, to be regretted that in 
casting suspicion on the system it has 
not been realized that the present 
situation, or that towards which we are 
heading, could be considerably im- 
proved by a better understanding of 
the present problems. 

In many countries clearing agencies 


are operating or are about to operate 


although they have no connection 
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whatever with eachother. The gener, 
economic situation of the world coy); 
be substantially improved if everybod; 
consented to recognize that in face of q/| 
the difficulties or impossibilities 4 
transferring moneys which arise betweey 
different countries, clearing agencie 
have become almost inevitable and 
that, therefore, it is necessary to pro 
vide for means of communication be. 
tween the clearing agencies already 
existing or to be created. There js 
not the slightest doubt that their task 
would then be greatly facilitated, 
Such a step would be highly desirable 
in order to assist in the work of effect- 
ing the large clearance which ha 
become necessary in the present chaos 
of international commerce. Later on, 
when it will be possible to rely with 
more certainty on the forecasts oj 
the ‘‘economists—meteorologists” an- 
nouncing for a “certain” day the 
return of the “beau fixe,” we will be 
perhaps in a position to resume methods 
more in harmony with the tastes and 
habits of classical economics. 
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THE PSYCHOLOGICAL SALES BAROMETER 


By HENRY C. LINK AND IRVING LORGE 


ALES have heretofore been 
measured in terms of volume. 
Volume of sales is most frequently 

@ expressed in terms of dollars. It may 
sometimes be expressed in terms of 
units such as number of tires, number 
"of refrigerators, or number of radio 
f sets sold. Frequently, it is expressed 
Fin terms of pounds, gallons, bales, or 
some other standard measure. Some- 
™ times sales are shown as a percentage 
; of the total sales volume in a given field 
either in terms of dollars, units, or 
quantities. 
The psychological sales barometer to 
© be described here does not use any of 
Sy) these units to measure sales. It is a 
"measure of customers. Its unit of 
=) measurement is not dollars or pounds, 
but people. Its purpose is to reveal 
» whether more or fewer people are buying 
a given article, and to show such trends 
) in relation to competing articles in the 
/same group. It is illustrated by Table 
| which shows a series of eight barome- 
| ter reports on coffees. ‘These reports 
and those given below were derived 
from nation-wide surveys made jointly 
» by 60 of the psychologists associated 
) with the Psychological Corporation of 
» \ew York. This group, with the aid 
f some 500 students selected from 
» their classes in psychology, and espe- 
§ cially trained for this purpose, made 
F calls in 38,000 homes in 15 separate 
p studies requiring a week each, at 
intervals of from one to two months. 
studies were non-commercial in 
| character and represent part of a con- 
tinuous program of experimental 
projects being carried on by this group 
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in the development of psychologically 
sound techniques in the field of con- 
sumer psychology. Although the time 
and expense entailed by these studies 
represent a voluntary contribution of 
this group of psychologists, made in 
the interests of applied psychology, an 
enlargement of the program since the 
first year has been made possible by 
certain business firms who subscribed 
to the results of some of these studies. 

Taking the barometer figures for 
Brand A at their face value, that is, 
without statistical qualifications, we 
see that from September, 1932, to 
October, 1933, the proportion of people 
using that brand increased from 14.2 
to 22. This represents an increase 
of 58% (8.2 + 14.2) in the number of 
customers using Brand A. This in- 
crease, according to information from 
the company concerned, corresponds 
very closely with the increase in volume 
of sales shown by this brand during the 
same period. However, our experience 
with certain companies shows that 





1A substantial share of this income was set aside 
for an intensive statistical analysis of 5,165 interviews 
involving 129,175 items, made with the aid of the 
Hollerith card and sorting technique. Dr. Irving 
Lorge, of Teachers College and formerly psychological 
statistician for Mr. Hoover’s Commission on the 
Study of Social Trends in the United States, super- 
vised this analysis. The results bearing on the 
statistical reliability of studies of this kind are sum- 
marized by Dr. Lorge in this paper. These results 
are of significance to the field of market research 
generally. The present paper follows an article, ““A 
New Method of Testing Advertising Effectiveness,” 
published in the January, 1933, issue of the HARVARD 
BUSINESS REVIEW, in which the first experiment in 
this series of studies was described. Subsequent 
results were published at length in the Journal of 
Applied Psychology, and fragmentarily in other 
journals. Henry C. Link, secretary. 
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their volume of sales may rise or fall at 
a much faster rate than would be indi- 
cated by the increase or decrease in 
customers shown by these barometers. 
The differences between customer 
trends as measured by these barome- 
ters, and the trends revealed by the 
usual sales reports, indicate that each 


Taste I. 
Showing the percentage of housewives who 


letters; 21,836 homes were called on in these eight studies. 
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number of people buy as much as o; 
more of the coffee than was purchased 
in some preceding period by a large, 
number of families. 

2. The anticipation of wholesalers 
and dealers of a special promotion, 50 
that they stock larger quantities which 
may or may not pass into the hands of 


8 BaroMETER Reports ON CoFFEE BRANDS 


had purchased last the brands designated by 






































Brand of Coffee Purchased Last Sept. | Get. rom Gu. 5am aget July Sept. 
32 32 33 33 34 34 34 34 
A 14.2 18.6, 20.3 22.4 19.4 16.5 19.2} 20.0 
B 12.6 13.6) 16.3) 17.6) 15.5) 17.0) 14.8] 15.3 
Cc $.2 5.1 6.5 5.3 6.8 5.8 5.0 5.5 
D 3-4 6.2 4.4 5.9 7-5 7-7 7-4 (7.2 
E 3.0 2.2 3.0 4.0 “:9 5.0 4-7 4.4 
F 4-4 4.2 3.0 3.0 3.1 9.3 2.6) 3.1 
G 3.0 Fe 1.8 1.6 1.9 2.7 58 1.5 
H ve 1.8 ff 1.0 1.0 1.0 i¢ 9 
I 1.6 1.1 1.4 1.0 1.1 / a 1.0 
etc.—13 other brands 
None purchased or named...........| 7.6 6.4 4.3 4.3 3.4 3.4 4.8 6.4 
c.f eer rs 540 |1,445 | 9399 11,932 |3,076 |5,165 |4,276 |4, 
measures a relatively independent set of consumers. 


facts. In general, fluctuations in the 
proportions of customers seem to be 
far more gradual than fluctuations in 
total sales volume. 


Fluctuations in Dollar Sales 


Wide and apparently unexplained 
fluctuations in total sales are too com- 
mon an experience among sales execu- 
tives to require discussion here. Such 
a critical factor as gains or losses in 
customers may be obscured for months 
by these fluctuations. In the case of a 


brand of coffee, for instance, changes 
in the number of customers may be 
hidden by 
following: 
1. Special promotions at a special 
price, so that the same or even a smaller 


such influences as the 


3. Fears of rising prices which may 
cause wholesalers, dealers, and even 
families to buy unusual quantities. 

4. A general increase in purchasing 
power, so that the same number of 
families buy more or use more coffee 
than they did before. 

5. The fact that company sales 
figures generally reflect only sales to 
wholesalers, dealers, and chains, and 
not the amounts of coffees which have 
actually gone into the hands of 
consumers. 

6. Seasonal changes in volume which 
may not at all correspond with changes 
in the number of customers. 

These factors, and probably others, 
affect figures on sales volume in various 
ways, and therefore tend to obscure 
the critical element in many sales 
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srograms, namely, whether customers 
a being gained or lost. 

If this is true about a company’s own 
sales figures, it is also true about the 
‘formation which that company ob- 
And yet it is very important for a 
C mpany to know the extent to which 
the merchandising and advertising activ- 
‘ties of its competitors are affecting 

buying public. The unit of 
measurement in these barometers, 
namely customers, provides one un- 
equivocal standard by which to gauge 
these influences. Not only are changes 
in customer followings shown for a 
particular brand, but they are shown 
for each brand in relation to all the 
ther brands in the competing group. 
Therefore these barometers measure 
the net results of competing activities 
ind influences in so far as gains or 
sses of customers are involved. 


Cause and Effect 


Whereas economists are principally 
concerned with what people buy, and 
how much they buy, psychologists are 
primarily concerned with the questions 
of why people buy as they do. Given 
a certain buying power, why do people 
buy one product rather than another? 
Why do they buy nationally known 
brands rather than local brands? 
Why, among a group of widely adver- 
tised brands, do they purchase one 
brand rather than another? In short, 
what are the forces or motives which 
nfluence people to buy specific items 
t brands? 

In order to discover why people buy, 
psychologists must know what they buy. 
They must be able to correlate the 
reasons with the results, the influences 
vith their effects. Their studies of 
people’s interests, habits, and desires 
nust be related to the objective facts 
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of buying behavior before their inter- 
pretations or conclusions can be more 
than clever guesses. Our group of 
psychologists, in making such studies, 
soon found that the usual sales reports 
did not provide the facts of buying 
behavior in terms that could be used, 
or at the time when such information 
was essential. With very few excep- 
tions they did not show, what was 
considered most important, whether 
more or fewer people were being in- 
fluenced to buy a certain brand, or 
certain types of brands—for instance, 
toothpowders rather than pastes, or 
brushless shaving creams rather than 
lather creams. This need led to the 
experiment resulting in the psychologi- 
cal sales barometers. 

As the feasibility and usefulness of 
the first few barometers became evi- 
dent, others were gradually developed. 
At present, a barometer report is made 
every two months on each of 23 groups 
of brands. Such groups as automobile 


tires, gasolines, automobile lubricating 


oils, automobiles, cereals, canned soups, 
flours, dentifrices, teas, toilet soaps, 
and cigarettes are included and about 
500 different brands are recorded. 


Barometers by Men and Women—Totlet 
Soaps—Cigarettes 


In the field of toilet soaps, for ex- 
ample, it is highly important to measure 
trends not only by brands but by men 
and women. ‘This led to the develop- 
ment of a two-fold series of barometers 
illustrated by Table II]. We see here 
that in the same families, 22.9% of the 
men but only 10.2% of the women use 
Brand B, whereas in the case of Brand 
D, 22.3 % of the women and only 14.3% 
of the men are users. Such differences 
may be even more important, from the 
standpoint of merchandising, advertis- 
ing, and product quality than the 
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differences of total sales volume be- 
tween brands. Certainly, we cannot 
hope to understand the influences affect- 
ing sales without knowing what these 
differences are, or the direction that 
they are taking as shown by a series of 
such barometers. 


Tortet Soars Boucut Last ror UsE By 
Women, sy MEN 
Both in the same families, a total of 5,165 of which 
were called on in 50 cities and towns during the 
week of April 2, 1934. 


Taste II. 





% of | % of 








| 
Brand | Women; Men 
| 14.7| 19.8 
B | 10.2) 22.9 
| 18.9) 16.6 
D | 22.3 i 3 
EK | 10.2 6.1 
F 10. 1| ‘6 
G 1.4) 1.4 
H .9 ¥ 
| | ia x 
J 5 a 
K 6) a 
Etc., 12 other brands 
Do not know, no answers -7| 5.2 
Total number of homies........ 5,165 iS 165 
In the case of cigarettes, where the 


reasons for a difference between the 
preferences of men and women seem 
much less obvious than in the field of 
toilet soaps, such differences exist to a 
marked fdegree. In ‘Table III are 
shown these differences for four brands, 
not only at a given time, but in the 
process of occurring. For example, 
where 27.1% of the men and 31.0% 
of the women smoked Brand B in May, 
1933, a gradual transition during the 
ensuing year changed these proportions 
to 25.2% men and 36.2% women. 
In the case of Brand C, this trend is 
reversed, and in the case of Brand A, 
there is still another kind of change. 
Brand D represents the growth of a 
newcomer in the field. All of these 





series show significant differences be. 
tween the habits of men and of women, 


Taste III. Cicaretres Smokep By Men, py 























WomEN 

Brand| May | Nov. | March May 
| 1933 | 1933 1933 | 1934 

A Men 29.4 | 30.7 30.6 | 33.4 
A Women | 23.4 | 22.3 22.5 | 23.5 
B |Men_ | 27.1 | 28.2] 27.6 | 25.2 
B Women | 31.0 | 34.4 34-9 | 36.2 
C | Men 29.7 | 25.1 | 25.4 | 24.0 
. | Women 30.8 | 23.9 22.4 | 19.4 
D | Men Disiazes | 9 1.0 2.3 
D oe a ee 3.0 | 4.3 








In the case of cigarettes, and in con- 
nection with several other collections of 
brands, continuous tests of advertising 
influences have shown significant cor- 
relations with the changing trends of 
buying behavior. These studies will 
be the subject for detailed discussion in 
subsequent articles. In the barometers 
of toilet soaps and cigarettes, it is 
obvious that we are moving a step 
further away from dollar sales volume. 
We do not know, for example, exactly 
what the effect is on total sales of 
cigarettes when the proportions of 
men and women smokers vary as shown 
in Table III. From supplementary 
statistics we may know that 25% of the 
men smokers represent a much higher 
volume of sales than is represented by 
35% of the women smokers. Never- 
theless, knowing what the trends of 
these differences are takes us a long 
step toward understanding them, anc¢ 
dealing with them accordingly. The 
company represented by Brand A, 
for example, instituted an extensive 
advertising campaign directed toward 
women, and has been successful | 
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ency of women to shift to other brands. 

The company represented by Brand B, 

n the other hand, has at this writing 

chown no signs of dealing specifically 

‘th the trend of men away from its 
j 


brands. 


Barometers by Uses of Products 


Still further away from the measure 
ftotal sales volume is the psychological 
sales barometer of household washing 
soaps, by purposes for which they are 
d. Inthe early stages of our experi- 
mental work, we made a series of 
studies on flake soaps used last, with 
results as shown in Table IV. 


sed. 


FLake Soap PurcHasep LAST BY 
HovusEwIveEs 


Taste IV. 





Brand 


B 


C 
D 
etc. for § other brands 





\lthough these figures showed a degree 
f consistency and doubtless had some 
ignificance, it soon became evident 
that the choice of wash soaps varied 

nsiderably with the uses to which 
they were put. These uses were: 

1. For washing dishes. 

2. For fine washing, 1.¢., silk stock- 
ngs, lingerie, finer dresses. 

3. Bulk or family washing, 
heets, towels, ordinary clothes, etc. 

ch of these uses involved some differ- 
ences in the forms of merchandising and 
advertising. ‘Therefore, a_ three-fold 
barometer in this field was begun, with 

sults like those shown in Table V. 

Wide differences between the pro- 

rtions of housewives using brands 


1.€., 
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for different purposes will be seen. 
There are also differences in the pro- 
portions of flake or package soaps, and 
bar soaps, used in each of the three 
groups. These quantitative differ- 


TaBLe V. Barometers ror HouseHoip Soaps 
1. Soap used last for bulk or family washing. 
2. Soap used last for fine washing. 
3. Soap used last for dish washing. 
(In the same 4,000 families, Sept. 4-8, 1934) 





For For For 
Bulk Fine Dish 
Washing} Washing} Washing 


Brand 








Package or Flake Soaps 
A 
B 
Cc 
D 
ete. 
Total %, package 
NS 5c aictt piaio-se 
Bar Soaps 
K 
L 
M 
N 
Total %, bar soaps. 
Total percentage 














ences, without any further analyses, 
give us a measure of two sets of in- 
fluences or beliefs among housewives: 
first, the extent to which they believe 
in flake or ground soaps as compared 
with bar soaps in each of the three 
categories; second, the extent to which 
the same housewives believe in different 
brands for three different uses. ‘These 
facts take us far beyond the facts 
represented by total sales volume, and 
are a necessary step in discovering the 
specific influences or appeals which are 
producing the differences in brands 
used shown by the barometers. 


Barometers of Buying Plans 


The kind of sales report which most 
closely approximates the psychological 
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sales barometer is that represented by 
automobile sales. The number of cars 
of a particular make purchased, divided 
by the total number of cars of all makes 
purchased in a given period, gives us 














Taare VI. AutTomosiLtes OwNED AND Favorep 
5 | Wyzant i ee 
ay, ay, an. an. 
Make 1933 1933 1934 1934 
% % % % 
Sr 20.0 19.7 21.77) 21.45 
Chevrolet....... 17.1 18.2 17.97| 20.86 
Rr 13.2 19.2 11.32} 8.86 
Plymouth....... 3.8 9.5 4.91| 11.72 
Pomtiac......sc0 3-5 2.4 4.33| 4.06 
ee 3.5 4.9 4.30} 6.72 
ORR 3.9 2.0 4.10} 2.65 
Ee 5.1 3.7 4.09} 4.80 
Studebaker...... 3.2 3.7 3.32} 2.68 
ae 2.6 _ 2.84 .70 
Oldsmobile. ..... 2.3 1.0 | 2.72) 2.71% 
Peer 1.9 8 1.28} 4.66 
Cadillac........ 1.0 -OI] 1.44 
Packard....... 3.3 0 5.78] 2.83 
etc. for other 
makes 
Total sample of | 
people........|1,234 cass 9008 
| 











Note: This table merely illustrates possibilities in measur- 
ing attitudes and their fluctuations in keeping with changing 
influences in the automobile field. The pe! figures can be 
compared with sales as shown by reports of new automobile 
Tuan CC 
the percentage of people who bought 
each make. ‘The fact that automobiles 
are purchased at rare intervals does not 
alter the significance of these percent- 
ages as indications of whether a par- 
ticular make of automobile is gaining or 
losing favor with the public, regardless 
of total sales. 

In the field of automobiles, auto- 
mobile tires, and refrigerators, it was 
decided to carry the psychological 
barometer a step further, and to see 
whether or not we could measure 
people’s purchasing plans or future 
purchases with any degree of reliability. 
After recording the make of automobile 
owned, individuals were asked whether 
or not they were definitely planning to 
buy a new car, and if so, what make 
or makes they were seriously consider- 
ing. Two barometers of this kind, 
based on rather small samples, are 
illustrated in Tables VI and VI A. 


Taste VI A. REFRIGERATORS PLANNED For AND 
PuRCHASED 


Refrigerators which people said, January 8-13, 1934, 
they were planning to buy last year, and refriger- 
ators they said, between July 9-13, they had 
bought in 1934. 











Planned : 
Make w Bey Did Buy 
General Electric......:. 6.09% 3.40% 
i TT eee 2.32 2.65 
Pe cas ch aansseanes 1.07 1.18 
pS Terr re -99 1.18 
Oe Creer .92 1.12 
Westinghouse.......... 51 1.07 
ree 21 41 
General Motors........ -14 a8 
Miscellaneous.......... 1.17 2.36 
RS verre 86.49 86.54 
pL eer 99.91 100.02 
Total number of homes. |3,016 4,214 











Trends by Sales Areas 


Although these barometers are meas- 
ures of trends by customers and not 
by gross sales, it is nevertheless impor- 
tant to show these trends by sales 
areas. Many companies concentrate 
their sales efforts in certain sections 
of the country, and have much greater 
sales in these sections than in others. 
They may be interested in the trend 
of their product nationally, but are 
often more interested in the results of 
their concentrated efforts in one area. 
Therefore, it becomes necessary to 
show in our barometer reports the 
geographical distribution of the homes 
on which our reports are based. 

In the areas shown by Table VII, 
the same 47 cities are now regularly 
sampled in each study, and the dis- 
tribution of the calls made is always 
the same. This distribution is based 
on the population of trading areas, and 
is always confined to middle class homes 
as defined below. The trends shown 
by these barometers must therefore be 
considered as trends characteristic 0! 
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the major middle class market in so 
far as it is represented by the samples 


chosen in each area. 


Techniques 


The exact methods of compiling the 
‘nformation on which these barometers 


Taste VII. 


pantry and bathroom inventories, in 
which an attempt is made to check the 
brands actually on the shelves, was 
early discarded as too cumbersome 
statistically, too difficult of interpre- 
tation, and also too expensive. For 
instance, many pantries have five or 


CIGARETTES SMOKED BY MEN 


Based on 4,000 interviews in 47 localities, between Sept. 4-8, 1934. 





| 














| N.Y. | East. | Mid | South. | West. | rear 
| State | States | West | States | States | 
; sini | 

Reid Bi. .. oc ccc die deaRGnEs tonave eye Ts erekweves | 30.0 27.5) 31.4 48.5 29.7 29.77 
Beant © oéc is cvisasacvianenvekataiad sa enienes | 38.3 42.2] 23.2) 24.6 28.2 28.05 
NE a ee Pr ere ts | 20.5 20.7) 21.8, 32.0] 20.3 22.05 
BG ccs. stud ca ncaeuneion ee | 6.6 6.0) 8.3} 2.5] 1.5 6.05 
ee Ty Ter Perey rir reese re r.0 | 1.9) 2.0) 1.5 1.0 1.80 
ye ee ree ees ee ere ee her ee) 4.9 | 4. 2.2) 5 2.0 9.23 
CO EE Ee rE Pe ee eee ak eee er 5) ences . . 86 
TN HE AN AS IRE RE .8 1.4 2.5 1.0 Ap 1.89 
oe ee ere err er re free er | 3 re eee x . 82 
ih. vcécaceantdustiawadtaddavaeuaeaenies | 1.6 6| 9) 5 1.0 73 
EE ee On Pe eee en ee ee .8 6} VW ) See -39 
MES cnccca dak Gawasa trees band bees-t sree 9 _ RPE PRR CATE 04 
iv cin ic vi syegncicanecdecktoesardeareiaee | 5 1.3] 1.1} 5 5.9 1.59 
MOUND. is os bonnes anne ee Been Rae RS «3 “i Mivttarasgvessseu .O9 
Miscellaneous. . LY 2 2.4 2.7) ‘.o 6.4 2.75 
Loser be ; asi | 100.1 | 99.9) 100.0} 100.1 | 100.0 100.01 

otal cigarette smokers. . 380 =|1,115 | 811 203 202 5,352 
Lannie ns? 1. epiemcimieman tary sate ee 17.1 | 16.7) 20.1] 29.0} 26.5 20.05 
Smokes pipe,* cigars..... 16.3 15.2} 11.8 9.8 11.0 13.08 
8 errr maf 7.5) 8.5) 10.5 2.3 8.60 

Fetal COR sno so ke ke eae ae a | 650 [1,840 1,360 400 400 =|4,000 








* These %'s are figured by dividing the number who do not smoke, etc., by the total number of people interviewed. 


t TE ese 


%'s, as has been pointed out, do not represent the relative sales ‘volume for the brands named but only their 


ve number of customers in the middle class market sampled by these studies. 


are based have been developed during 
the last two years through the experi- 
ments and conclusions of the partici- 
pating psychologists and their trained 
student interviewers. With regard to 
the raw data, the method used without 
deviation except for minor experiments 
has consisted of such questions as 
“What brands of canned tomato juice 
did you buy most recently?” Where 
two brands were named, only the first 
mentioned was recorded, since it was 
iound that the tabulating of additional 
brands did not alter the final propor- 
tions of brands used when based on the 
brand named first. The method of 
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six different brands of cereals. Some 
of these may be used rarely and pur- 
chased infrequently. The one brand 
most used might not even be on hand 
at the moment. In order to obtain 
the significant facts, even after the 
brands on the shelf have been recorded, 
quite a few questions about the differ- 
ent brands must be asked. 

Our two barometer questions, What 
brand of cold cereals did you buy last?, 
and, What brand of hot cereal did you 
buy last?, involve the most recent acts, 
and therefore the least uncertainty of 
memory. Moreover, the brand bought 
last is bound, by statistical necessity 
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in a collection of answers, to represent 
the brand bought most habitually, the 
brand bought most frequently, and 
also the first purchase of a new brand 
which may indicate a step toward a new 
buying habit. The brand purchased 
last measures not only the stable 
elements in people’s buying habits but 
includes the most recent effects of 
advertising and other influences as 
manifested by the purchase of new 
brands representing a departure from 
an established habit. Such influences 
and acts are exactly what these psy- 
chological barometers are intended to 
measure. 

Another difficulty of the pantry shelf 
inventory is illustrated by coffees and 
teas. Almost 50% of housewives were 
found to be putting their coffee and 
tea into cannisters as soon as pur- 
chased. Therefore it was still neces- 
sary, when the pantry was penetrated, 
to ask the question which might as 
well have been asked at the outset, 
namely, what brand? In short, a 
physical inventory does not give us a 
sufficiently accurate or _ sensitive 
barometer of changing buying habits. 


Tabulations 


All local studies, after the first six 
studies, have been tabulated locally on 
standard forms provided by the main 
office and in accordance with a pro- 
cedure carefully worked out. These 
local tabulations have reached a high 
stage of perfection, due to their use by 
the local psychologists as classroom 
projects in psychological statistics and 
to other incentives. They have been 
checked with tabulations made directly 
from the questionnaires by the punched 
card and machine sorting method, with 
discrepancies so small that they might 
have been due to either method. 


The important features of these 
local tabulations are, first, that they 
give us a collection of 52 independent 
investigations and their results, which 
are then compiled at the New York 
office into one report. Secondly, they 
permit an unprecedented speed in com- 
pleting studies of this kind. Four 
thousand homes throughout the coun- 
try are called on between a Monday 
and a Friday. By Saturday night the 
tabulations are mailed to New York, 
and by the following Thursday reports 
for the entire group of 47 localities 
(52 local studies, because in five large 
cities two psychologists supervise inde- 
pendent studies) are completed. 


Reliability and Statistical Accuracy 


When a study like that described 
here shows that 10% of all the homes 
purchased Brand A, the question 
naturally arises: How accurate is this 
result, or within what limits may it be 
accepted as true? It involves the 
question of how many interviews must 
be made to arrive at results accurate 
within a certain range. If a subse- 
quent study shows a result of 12% for 
this brand, to what extent may it be 
regarded as indicating a trend of people 
toward Brand A? ‘These two questions 
go to the heart of two widely different 
problems common to all market re- 
search. One is the problem of statisti- 
cal accuracy, the other is the problem 
of reliability. The statistical accuracy 
of a study is increased by increasing the 
number of interviews, but increasing 
the number of interviews from 1,000 to 
10,000 may not increase its reliability. 
The difference between accuracy and 
reliability may be illustrated by one 
of the details of our experiments. 

In one study, one-half of the people 
were asked a certain question, and the 
other half, using the same sampling 
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distribution, were asked the same ques- 
tion with just one word added. The 
frst half, or 2,000, answered this 
question ‘yes’ in 69% of the cases, the 
second half answered ‘yes’ in 81% of 
the interviews. According to the 
Bernoulli formula, each of these results 
was accurate within such limits that a 
difference of at least 6% remained 
unexplained. Since all other factors 
were the same, this difference could be 
attributed only to the difference in the 
wording of the two questions and 
represented a constant error which 
probably no increase in the numbers of 
interviews would have eliminated. 

Whether the difference in Brand A, 
namely 10% on one occasion and 12% 
in another study, truly indicates a 
trend, is first of all a question of relia- 
bility. Was the same question asked 
in each study? Was the question 
worded in exactly the same way? Was 
the general procedure of both studies 
the same? Was a comparable set of 
interviewers with the same training 
used in both studies? The reliability 
of any study or series of studies depends 
on such factors and many others 
including. the presence or absence of a 
bias; the introduction of a new influ- 
ence; the use of a mail questionnaire or 
personal interviews; different methods 
of paying or motivating interviewers; 
the use of a few interviewers or many; 
etc. None of these factors of unrelia- 
bility is specifically revealed by the 
commonly used methods for measuring 
statistical accuracy. Neither are the 
results of these influences necessarily 
eliminated by increasing the number 
Ol interviews. 


The Population Sampled 


A description of all the details dealt 
with in establishing the reliability of 
these studies, and the contributions 
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made by many psychologists and their 
students toward a completely stand- 
ardized procedure, would require a 
book. Even so, one element of basic 
importance for reliability must be re- 
ferred to, namely, the uniformity of the 
samples. Since a different set of homes 
is called on in each study during a 
given year, it is extremely important 
that the same kinds of homes are called 
on in every case. The same method, 
used with two different sets of people, 
might readily produce two different 
results, for example, 20% for a high- 
priced article in one case and 15% for 
that same article in another case. 
These barometers were intended to 
measure the changes in the proportion 
of users of each brand among the large 
middle class. This group represents a 
large market for branded and quality 
merchandise and their income permits 
them to select from a wide range of 
brands. They can afford to change 
brands to quite an extent, as advertis- 
ing and other influences affect their 
purchasing habits. The proportion 
changing their buying habits has been 
found to be as high as 40% in certain 
groups of brands, within the period of 
a year. As selected for these studies, 
it is entirely a family group, averaging 
a little less than two children per 
family and subject to typical family 
influences. It is essentially an English 
speaking group, and the housewives 
have been found to read about four 
of the major magazines a month. It 
is a group from which an adequate 
response to certain types of questions 
can be obtained by carefully trained 
interviewers. 

By careful local supervision and 
mapping of areas, the type of home has 
been kept almost constant. How con- 
stant may be seen from objective 
evidence such as automobiles, radios, 
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and automatic refrigerators owned, as 
found in these studies. For example, 
automobiles owned are shown in six 
studies, in the first of which our sample 
had obviously not reached the desired 
group: 





— Proportion 
Date of Study I pene Who Own 
nterviews ; 
Automobiles 
a. Oper 1,247 81.4% 
Ct. *Biisesi 1,932 65.7 
Mev, 98....:.; 2,386 66.3 
[bs eee 3,016 65.0 
Re an 3, 863 69.7 
wee. "06.45... 4,000 67.0 
a 4,000 67.7 











As for the kinds of automobiles, which 
may be even a better criterion, details 
are given in Table VI above. Radios 
owned were as follows: 





a 1,958 89.4% 
March °34...... | 3,121 89.2 





Automatic refrigerators owned were 
as follows: 





May ee 1,247 47.8% 


) Se. veer 3,016 40.3 


a ee | 4,214 44.4 





The results subsequent to the May, 
1933, study indicate a high degree of 
uniformity as between the different 
groups of homes called on from one 
study to another, and this contributes 
importantly to the reliability of our 
results in measuring the trends toward 
or away from certain brands. 


Statistical Accuracy of Data 


When we come to the study of 
statistical accuracy, or the limits within 
which a result of 10%, 40%, or 80% 


can be accepted, for a given study. 
well-known statistical techniques are 
available. ‘These techniques apply to 
any field of scientific study where 
quantities of raw data are being accy. 
mulated. One of the most valuable 
for present purposes is the Binomial or 
Bernoulli. The Bernoulli formula js 
described in any standard text op 
statistics and has been applied in the 
measuring of statistical accuracy of 
many kinds of scientific data. It has, 
in some cases, been used in connection 
with market research data, but its 
use in this field has been based largely 
on assumptions of its applicability. 
Empirical proofs of its applicability 
are conspicuously absent. 


A Study of 5,165 Interviews 


One of the surveys in this series, 
made in April, 1934, in which 5,165 
homes were called on, was used as the 
basis for an empirical analysis of accu- 
racy, independent of any existing jor- 
mula for computing accuracy. 

All the questionnaires, after local 
tabulation, were coded, and punched on 
Hollerith cards. These cards were 
sorted at random into 51 sets of 100 
cards, each set of 100 containing the 
same proportion of interviews from 
Eastern, Southern, Midwestern and 
Far Western Areas as there were in the 
total sample of 5,165. These 51 sets 
of 100 were then tabulated for the 
toothpaste barometer questions to de- 
termine the proportion of people using 
Brands A, B, C, etc., in each set of 100. 

The variation in 51 samples of 100 
for Brand A, if calculated in the usual 
way by the Bernoulli formula, would 
permit a range between 5.3% and 
27.5%. Our 51 samples vary between 
a range of 9% and 25%. If, however, 
we apply the Fisher tolerance to the 
Bernoulli formula, which is the criterion 
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of twice rather than three times the 
standard deviation, the expected range 
f variation for these 51 samples of 
100 would lie within 9.% and 23.8% 
in 95% of the cases. Actually 49 out 
of s1 samples or 96% of them fall within 
this range. In the case of Brand E, 48 
r 94% of the §1 samples fall within the 
range of twice the standard deviation. 

These results, typical of the results 
for other brands of dentifrices and for 
brands in other groups of products, 
establish not only the truth of the 
Bernoulli formula as applied to these 


of three times the standard deviation is 
applied as a measure of the accuracy 
of market surveys in general, the belief 
that this measures their sampling errors 
must remain an assumption until em- 
pirical proof of the kind described here 
has been demonstrated. 

Continuing with the process of proof 
used in the present study, the first, 
sixth, eleventh, etc., sets of 100 were 
combined to form ten sets of 500 with 
variations which are shown in Table 
VIII. In this case, none of the 50 re- 
sults falls outside the range of twice the 


Taste VIII. Percentace or Users 1n Eacu SET oF 500 









































| | } | 
| Set | | | | Range Based on 
Brand : , i * 1 4 5 6 7 8 9 10 Twice the 
Standard Deviation 
| | | 
\ 15.0} 17.8 15.8 | 16.8 | 17.4 | 17.2 | 16.2 | 17.8 | 14.8 | 15.8 | 13.08 19.70 
B |} 8.6] 10.8 | 11.2] 12.4] 8.0] 11.4] 10.0] 10.6] 10.0] 11.8 7:79 13.27 
s | 5.2 7.4 | 5.2} 6.2] 8.6] 6.8] 8.0] 7.8] 6.2] 7.0] 4.59 9.11 
D | 10.0 8.0] 9.4| 8.6] 7.6] 10.8] 7.0] 7.4] 6.6] 8.0] 5.90 | 11.86 
E | 8.6] 5.0 5-4 | 6.2 | 7.2| 5.4] 6.8 6.0 | 7.6| 8.6| 4.34 8.78 








studies, but also, what is not generally 
recognized, the practical value of the 
Fisher tolerance.? It indicates that in 
the present studies, we are permitted 
to define their accuracy within a range 
of variation which is only two-thirds 
as large as that often used. It indi- 
cates also that the influences affecting 
the accuracy of these studies are so 
ninute or so well distributed, that twice 
rather than three times the standard 
deviation can be used as a practicable 
criterion. Practically, this means that 
it takes 11,250 interviews to produce a 
result generally considered to be as 
accurate as these results from 5,000 
interviews. Even when the criterion 


‘The analysis of these data was necessarily more 
detailed and rigorous than can be shown within the 
scope of this article. More complete details of the 

udy are available to those interested. 


standard deviation. Also, 66% of the 
cases vary by no more than one sigma, 
which is exactly in accord with the 
Bernoulli formula. 

The close agreement between the 
expected variation for samples of 500 
(which is, of course, less than the 
variation by 100’s) and the actual 
results above, means that the formula 
for the Binomial Distribution is directly 
applicable to the total sample of 5,165 
and describes the limits within which 
the proportion of users of each brand 
is correct for the total population 
sampled. Furthermore, this knowledge 
enables us to say that a certain range 
of accuracy will hold with a definite 
probability that it is correct. For 
example, Brands A to E of dentifrices 
showed the following results for the 
total sample of 5,165: 
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| 
68 Chances | 95 Chances | 997 Chances 


in 100 That | in 100 That | in 1,000 That 





or 
Brand Us at It Is Correct | It Is Correct | It Is Correct 
S€rs) within Plus | within Plus | within Plus 
or Minus or Minus or Minus 

A 16.22 -52% 1.03 % 1.54% 

B 10.53 .43 .85 1.28 

Cc 6.85 .35 -70 1.05 

D 8.38 .39 -77 1.16 

E 6.56 .35 .69 1.09 

















Similar results were obtained with other 
brands of products including several 
of the less frequently used brands and 
also with the answers to a variety of 
other questions. These results were 
further checked by rigorous statistical 
methods which corroborated the analy- 
sis shown above, including several 
series of samples in units of 1,000. 


Economical Size of Samples 


A very important aspect of such 
studies as these barometers is the 
relation between the accuracy of the 
information and the cost of obtaining 
it. This applies, of course, to all 
types of market studies. No amount 
of poorly gathered, inaccurate, or biased 
data has any reliable value. But where 
data are reliably obtained, economical 
limits for the desired accuracy in the 


results can be set up. In _ generaj 
increasing the number of interview; 
four times gives only twice the accuracy 
of the smaller sample. Diminishing 
returns begin to be more and more 
pronounced after 4,000 or 5,000 inter. 
views. For example, the permissible 
variation of 0.85% or twice the stand. 
ard deviation for 5,000 interviews js 
reduced only to 0.60 with 10,000 inter. 
views, and to 0.42 with 20,00 
interviews, an increase in accuracy of 
only 0.043% through the addition of 
15,000 interviews. These facts, al- 
ready well known to statisticians, re- 
ceived further empirical proof in this 
study. 

On the basis of the studies made so 
far, and especially after this analysis 
of statistical accuracy, it has been 
decided to continue these periodic 
studies with samples of 4,000 to 5$,000 
interviews, in 47 major trading areas 
well distributed throughout _ the 
country. This sample is not only 
economical, but gives a degree of 
accuracy about as high as we are 
entitled to until we have made further 
studies of the influences affecting 
reliability. 
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trade, which will be published shortly, 


HE subject of marketing is typi- 
cally presented by some half-dozen 
or more current books setting 
forth a brief and carefully selected list 
f marketing functions, around which 
the book is organized. In other words, 
the majority of present-day writers on 
marketing start out with a predeter- 
mined plan, partly derived from reading 
other books on marketing, with the 
result that when the books are com- 
pleted there is a conspicuous similarity 
among all of them. 
The present study proposes a differ- 
nt kind of approach, by which, instead 
of formulating at the start a list of 
unctions, the first task will be to 
aggregate and integrate from all avail- 
able sources as complete an array as 
possible of the elemental activities 
of the productive-distributive process. 
This proposed array of marketing ele- 
ments, when completed, may then be 
ised as a check list or working tool for 
various further studies,” or as material 


‘EDITOR’S NOTE. This article is a collateral 
part of a research study of the general problem of 
-ipal control of retail trade, which is now being 
ndertaken by the author in cooperation with Dr. 
Miller McClintock, Director of the Bureau for 
Municipal Government in Harvard 
under the general supervision of the 


Research in 


1 ‘rcity 
Versity, 


Harvard Committee on Research in the Social 
Sciences. The research has been made possible 
igh a grant from the Rockefeller Foundation. 
e final monograph on municipal control of retail 


is designed to 

of practic al value to marketing and retailing 
itives in analyzing their relations to their local 

ernments. 

* Before a scientific study of municipal control of 
| business could be made, it was found necessary 

to aggregate and compile a fairly complete list 





FUNCTIONAL ELEMENTS OF MARKET 
DISTRIBUTION 


By FRANKLIN W. RYAN! 





from which to derive new lists and 
combinations of marketing functions, 
or as a tentative foundation upon which 
to construct a realistic presentation of 
the subject of marketing. 

But even more important than these 
possibilities, such an array of marketing 
elements will be of real value to execu- 
tives in the marketing process—manu- 
facturers, wholesalers, jobbers, and re- 
tailers—as a check list for purposes of 
studying and measuring the efficiency 
of their own organizations. 


Previous Attempts to List Marketing 
Functions 


The first and original listing of 
marketing functions was by A. W. 
Shaw.* In discussing the functions of 
middlemen-specialists in the marketing 
process, he wrote: 


Roughly speaking, the general functions 
may be listed as follows: 
Sharing the risk. 
2. Transporting the goods. 
3. Financing the operations. 
4. Selling (communication of ideas abe’:t 
the goods). 
Assembling, assorting, and reshipping. 


After explaining that each of these 
functions was at first divided among a 
series of middlemen, the selling agent, 
the wholesaler, and the retailer, each 


of the functional elements of marketing and retailing 
for purposes of orientation and measurement. All 
government control of business is control of specific 
elemental activities. 

3 Shaw, A. W., ‘‘Some Problems in Market Dis- 
tribution,” Quarterly Journal of Economics, August, 
[902, Dp. 371. 















206 HARVARD BUSINESS REVIEW 


assuming his part, he pointed out that 
at a relatively early date there began a 
taking over of these functions by 
specialists so that today the special 
functions of the above list are per- 
formed to a large extent by insurance 
companies, transportation companies, 
banks, and other middlemen specialists 
or “functional middlemen.” 

But Shaw had no intention of includ- 
ing all the activities of the marketing 
process under these few headings. He 
remarked that his ‘“‘analysis of the 
positions and functions of middlemen 
in distribution is still incomplete.’’* 
In the same article in which appeared 
this brief summary of the functions 
taken over by middlemen specialists, 
he gave considerable space to several 
other functional elements of marketing 
such as pricing of goods, market analy- 
sis, and the standardization, differentia- 
tion, and branding of goods; he also 
mentioned inventory and _ stock-turn 
control and specially planned sales 
talks.® 

Later Shaw expanded his original 
discussion into a book in which the 
following significant passage appeared: 


It appears at a glance that there are 
three distinct economic functions: (1) 
transporting the goods to create place 
utility, (2) storing the goods to create time 
utility, and (3) physical transfer of the 
goods to create ownership or possession 
utility.® 


He also discussed what he called the 
facilitating functions of production and 
distribution, which include accounting, 
personnel management, credits and 
collections, and the administrative func- 


4 [bid., p. 739. 

5 [bid., pp. 712-721, 749-754, 710-711, 740, and 
761, respectively. 

6 Shaw, A. W., 4n Approach to Business Problems. 
Cambridge: Harvard University Press, 1916, p. 278. 





tions; and his final chapter goes int, 
the problems of public relations.” 

Another pioneer work of considerable 
importance was that of Ray B. Wester. 
field. In it he summarized the func. 
tions of marketing as follows: 


Commerce consists in the equalization 
and distribution of surplus goods 4; 
between persons in different places and 
different times. These ends are accom. 
plished by carriage, storage, foresight, com. 
munication, and exchange. The agents 
of these acts are the merchants, tradesmen. 
and brokers. 





7 These two studies by Shaw included much mor: 
than the five listed functions of middlemen-specialists. 
Altogether, he discussed, either directly or indirectly, 
a considerable number of functional elements of 
marketing, as follows: 

Accounting 
Adapting goods to the market 
Advertising and sales promotion 
Assembly of goods 
Assumption of risks 
Branding and trade-marking 
Building sales organization 
Credit management and collections 
Delivery of goods 
Expense control 
Financial management 
General management 
Government control of business 
Grading and inspection of goods 
Inventory and stock-turn control 
Layout of store or plant 
Location, selection and continuance of 
Market analysis and research 
Marketing strategy 
Merchandise control 
Personnel management 
Pricing of goods 
Processing or transformation of goods 
Providing building or plant 
Public relations 
Selection of methods of distribution 
Selling 
Specially planned sales talks 
Standardization 
Storage and warehousing 
Transfer of title 
Transportation 
8 Westerfield, Ray B., Middlemen in English Bust- 
ness. New Haven: Yale University Press, 1915, 
P. 349. 

In the course of this study of English middlemen, 
the author discusses many other marketing and 
retailing functions as follows: 
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He goes on to group these functions 
‘1 two classes, one of which has to do 


with dealing in ‘‘time-markets” and is 


S .neculative, while the other has to do 


with the connecting of local and distant 
~ Westerfield’s summarizing list seems 
more satisfactory than many others 
for the purpose intended, that of includ- 
‘ng all functions under a few heads. 
Furthermore, his summary comes near 
the end of his study, is incidental to it, 
and was arrived at by generalization 
after a careful study of historical facts. 
In other words, it was derived induc- 
tively rather than deductively. 

In 1916 L. D. H. Weld discussed 
several marketing functions without 
presenting an enumerated list.? Ac- 
cepting the definition of production as 
“the creation of utilities,” this study 
discussed: manufacturing, to which is 
attributed the creation of form utilities; 
storage, by which time utilities are 
created; transportation, which operates 
to add place utilities to goods; and 
exchange (buying and selling), to which 
the author attributes the creation of 

ssession utilities. The book also 





\ssumption of risks 
Communication 
Conforming to licensing regulations 
Conforming to municipal regulations 
Credit 

loying professional services 
Evaluating market news and market information 
Financing and relations with banks 

surance 

Packing 
Personnel management 

ng of goods 

iding capital 
Reducing costs to consumers 
Standardization and grading 
Taking part in public life 
Trade-marks 


l'ransformation 


ransportation 


Traveling 
’ The Marketing of Farm Products. 
acmillan Company. 


New York: The 


\f 
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discussed several other marketing ele- 
ments at considerable length, including 
financing, terms of sale, assumption of 
risks, shifting of risks, pricing of goods, 
retail-store expense control, inspection 
and grading, and packing. 

In this work, Weld defined the field 
of the subject of marketing as all of the 
field of production, except the creation 
of form utilities. But, since practically 
all functionaries in the marketing proc- 
ess operate to create form utilities by 
various kinds of processing, condition- 
ing, alteration, transformation, and 
other manufacture, the creation of form 
utilities, as a matter of fact, is merely 
one of the many elements of the market- 
ing process. All of the different kinds 
of utilities (want-satisfying powers) of 
goods are created by the same motiva- 
tion, namely, to sell goods. 

Recognizing the creation of form 
utilities as an element of the marketing 
process does not confuse the subject. 
Manufacturing can still be studied as a 
separate subject, just as advertising, 
personnel, merchandising, and many 
other functions of marketing can be 
studied separately. 

Later, in 1917, in an article by the 
same author, appeared the following 
summary of marketing functions: 


The services performed in the marketing 
process, including practically every item 
in the detailed expense account of a mer- 
chant or of the selling organization of a 
manufacturer, can be classified under one 
of the following heads: (1) assembling; (2) 
storing; (3) assumption of risks; (4) 
financing; (5) rearrangement; (6) selling; 
and (7) transportation. The only impor- 
tant exception to this classification is the 
expense connected with accounting and 
ofice management, or what Shaw calls 
“the facilitating activities” of a business. 
But these are purely incidental to the 
primary functions enumerated above, and 
may properly be considered as assignable 
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Exuisit I. Summary or Lists or Funery NAL 








} Functions : si 

| Functions of | of Middle- Pusctions of | Functions 
Middlemen men in “iddiemen SP 
Specialists Produce Woepaaiers ag 2 
Markets and Jobbers tution’ 





Number —_—_— 


of Lists 
in Which 
Each 
Name of Functional Categories Category 
Appears 
Including 
Author's 
List 


sterfield 


Marshall and Lyon 
McFall and Beckman 
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IQI2/| 1920/| 1921 1918 1917 | 1926] 1933 1934 ; 1914 











Marketing management........... 
Providing facilities. i ae 
Accounting and recording 
Building a sales ee 

Financing......... Gata 
Re as deed adwane as 

Handling or merchandising in general 
Merchandising in restricted sense........... 
a or carriage and chennai 
Concentration. nase ere ya ee 
Assembling..... bi wawdkwiee cean 
Rearrangement or assorting PT eee : 
Inspecting mt: mie Weal ce prea fe ; 
Grading : ‘ it 
Standardization daeawald seme 
Quality determination 
Processing, conditioning, or transformation. 
Storing : Pe Pere ee 
Warehousing see e ee ecceereseceeecel 
in a. ss we ak ee Gener eaamews or 
Dividing : : i aaaeaae tamer 
Packaging ods i xa Stanaieea 
Packing... eeiedacens rer re 
praabating ere 

Pricing : 

Communication d rn a Pe 

Publicity and advertising wages VaeeaRet 
Demand creation A eee pire 

Exchange beaks ey ae 
Contactual function hicceadeeiak eewee 
Negotiatory function WMbercatctabese 
Buying...... ined RT re ry ee 
NE doo aid cn ee inin wwe arth aaa waka a 
Measurement function eieahbl xa area a 
Transfer of apes Pe 
Payment eer ere re ero 
Sales counsel cater aad auaneane 
Sales by organized exchanges perecewats 
Sales at auction bwiwet ied @n ens macewrkt 

Research ene Ae ee . Sams 
Gathering information. SE ee i 
sod eee ard Gide dab teak kik dha a 
Analysis of market cor nditions ; ; a 
Analysis of needs of the trade.............. 

Foresight EAE aes ee 
Risk-beari ng or risk asst imption 
Risk sharing or insuring. : ne as 
Estimating aha Cp ae EES ee 

Strategy han Cecaeets 

Cooperation with gi )vernment 

Protecting aa ed 

Providing an ‘‘outlet”’ for producer's product. . 

Equalization function oa Py 
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* Shaw did not enumerate ‘“‘warehousing”’ in his original list of 1912 but he discussed this function on page 278 of | 
+ Shaw included the concept of advertising in his listed function of ‘‘selling.”’ 
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to, or incurred in connection with, their 
performance. '° 


In this same article, Weld took issue 
with Shaw regarding the denominating 
of his original list as “‘functions of 
middlemen.” He claimed that they 
were much more; they were functions of 
marketing. In this he was right, but 
Shaw was not inerror. Whereas Shaw 
discussed, in his two studies, nearly all 
the leading functional elements of 
marketing which can be _ performed 
profitably by middlemen-specialists, 
Weld’s adaptation of Shaw’s list into a 
seven-function formula for the whole 
marketing process was done hastily and 
without due consideration of many of 
the basic elements of marketing which 
are not typically taken over by 
specialists. 

Following the publication of these 
earlier treatises, many other books and 
articles on marketing have appeared."! 





10 Weld, L. H. D., “ Marketing Functions and Mer- 
cantile Organization,” VII American Economic Review 
2, June, 1917, pp. 306-307. 

1 Other books and articles in which lists of market- 
ing functions may be found, and which have been 
used in the compilation of Exhibit I, are as follows: 
Butler, Ralph Starr, Marketing Methods. New York: 
Alexander Hamilton Institute, 1917; Nourse, Edwin 
G., The Chicago Produce Market. Boston: Houghton 
Mifflin Company, 1918; Elsworth, Ralph, H., and 
Gatlin, George O., Marketing Functions. Wash- 
ington: U.S. Department of Agriculture, 1919 
(reprinted in Readings in Marketing Principles, 
edited by Wright, Ivan, and Landon, C. E. New 
York: Prentice-Hall, Inc.); Cherington, Paul D., 
The Elements of Marketing. New York: The Mac- 
millan Company, 1920; Duncan, C. S., Marketing, 
Its Problems and Methods. New York: D. Appleton 
and Company, 1920; Macklin, Theodore, Efficient 
Marketing for Agriculture. New York: The Mac- 
millan Company, 1921; Ivey, Paul W., Principles of 
Marketing. New York: The Ronald Press Company, 
1921; Hibbard, B. H., Marketing Agricultural Products. 
New York: D. Appleton and Company, 1921; 
Vanderblue, H. B., “‘The Functional Approach to the 
Study of Marketing,” Journal of Political Economy, 
October, 1921; Marshall, L. C., and Lyon, L. S., Our 
Economic Organization. New York: The Macmillan 
Company, 1921; Converse, Paul D., Marketing 
Methods and Policies. New York: Prentice-Hall, 
Inc., 1921 and 1924, and The Elements of Marketing. 


As a general rule most of them show , 
tendency to express the activities of 
the marketing process in brief sym. 
maries of from seven to eleven cate. 
gories. ‘The lists of functions of 26 of 
these books and articles are indicated 
in Exhibit I, together with a list pro. 
posed by the present writer. 

None of these books or articles, based 
on summarizing lists of functional 
categories, confines itself strictly to the 
few functions listed. Furthermore, the 
conspicuous fact that there is no una 
nimity among the lists reveals doubt 
among many of their authors as to 
what should be included in them. 
True, a few of these authors have 
agreed among themselves as to 3 
standard summarizing set of marketing 
functions, but such an agreement seems 
more dogmatic than scientific. In Ex- 
hibit I is shown a tabulation of some 





Prentice-Hall, Inc., 1930; Clark, Fred E., Principle: 
of Marketing. New York: The Macmillan Company, 
1922 and 1932; Clark, Fred E., and Weld, L. D. H, 
Marketing Agricultural Products. New York: The 
Macmillan Company, 1932; White, Percival, and 
Hayward, Walter S., Marketing Practice. New York, 
Doubleday, Doran and Company, 1924; Moriarty, 
W. D., The Economics of Marketing and Advertising. 
New York: Harper and Brothers, 1923; Brown, 
Edmund, Jr., Marketing. New York: Harper and 
Brothers, 1925; Black, John D., Introduction % 
Production Economics. New York: Henry Holt and 
Company, 1926; Beckman, Theodore N., Whole 
saling. New York: The Ronald Press Company, 
1926; Taylor, Henry C., Outlines of Agricultural 
Economics. New York: The Macmillan Company, 
1931; Pyle, John F., Marketing Principles, Organ 
zation and Policies. New York: McGraw-Hill Book 
Company, Inc., 1931; Maynard, Harold H., Weidler, 
Walter C., and Beckman, Theodore N., Principles of 
Marketing. New York: The Ronald Press Company, 
1932; Killough, Hugh B., and Barrington Associates, 
Inc., The Economics of Marketing. New York 
Harper and Brothers, 1933; Lyon, Leverett >. 
“Marketing,” an article in the Encyclopedia of Socia 
Sciences, Vol. X, 1933. (Edited by Seligman, 
E. R. A., and Johnson, Alvin); McFall, Robert J;, 
and Beckman, Theodore N., Wholesale Distributor. 
(Distribution, Vol. ID) of the fifteenth census of the 
United States: 1930; Breyer, Ralph F., The Marketsng 
Institution. New York: McGraw-Hill Book Com 
pany, Inc., 1934. 
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2 different concepts of functional 
-ategories taken from these various 
books and articles. 

Shaw, the originator of the lists, did 
not summarize the whole marketing 
process, but made up only a list of func- 
tions of middlemen-specialists. He 
paid little attention to this list, how- 
ever, and discussed in much greater 
detail many elements of marketing 
which could not logically be included in 

Being the executive head of a large 
business, he was primarily concerned 
with working out a practicable system 
of approach to actual business executive 
problems. Most of the subsequent 
compilers, being teachers in colleges 
and universities, were primarily con- 
cerned with organizing the subject of 
marketing for classroom presentation. 
Westerfield’s summarizing list differs 
from those of later writers in that it was 
derived as a generalization by inductive 
reasoning. After studying a score or 
of elemental activities of the 
distributive process, he presents his list 
as merely incidental to his conclusions. 
Logically it has a better claim to being 
all-inclusive of the marketing process 
than most of the others. Nourse does 
not attempt to summarize the whole 
marketing process but merely sets 
forth a list of functions of middlemen in 
produce markets.!2 Nourse was the 
first to see that transportation, storage, 
packing, grading, sorting, ¢tc., are 
i elemental functions of the larger 
functional category of handling or mer- 
chandising. Weld, however, in his 
original formulation and in his recent 
work in collaboration with Clark, ap- 
hold firmly to his seven- 


re 
more 


pears to 


12 Al n¢ 1 r . ° 
Note that Nourse and Shaw did not cover the 
same field. The middlemen whose functions Nourse 
1 are not the same as the middlemen-specialists 


Shaw’s lists. 
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function formula adapted from Shaw, 
which has become a standard for what 
might be called an orthodox listing of 
functional categories. Cherington, in 
his book, went through a conventional 
list, but used it as a point of departure, 
and discussed also display of goods, 
office functions, policing to prevent 
theft, and many others, apparently 
seeing that the formula was not ade- 
quate for the subject. Duncan, the 
first conspicuous heretic in contrast to 
the orthodox group of writers, omitted 
all mention of the assumption of risks, 
supposedly the most distinctive func- 
tion of the so-called “‘entrepreneur,”’ 
and then lapsed still further into 
heterodoxy by including in his list the 
two hitherto little-discussed functional 
categories of pricing of goods and the 
reporting and interpretation of market 
news. Converse, apparently once or- 
thodox, has recently departed from the 
listing in his original book of 1921 so 
that his latest writings discuss many 
functions not in the original lists. <A 
few writers have avoided the use of the 
word ‘“‘function.”’ Macklin presents 
his list as the “services”’ of marketing. 
Black presents a series of “‘activities”’ 
in contrast to “functions.” Lyon em- 
ployed the word “function” in his 
earlier work with L. C. Marshall, but 
in a letter to the present author ex- 
plains that he avoids the use of it in his 
article on marketing in the Encyclopedia 
of Social Sciences for purposes of clarity, 
having in mind the general reader. 

In summary, the lists of functions 
presented by most of these writers on 
marketing are usually meant to be 
brief summaries of functional categories 
and are not organized to give a complete 
and detailed picture of the distributive 
process. Most of these lists seek to 
find answers to two implied general 
questions in regard to the productive- 
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distributive process. These two im- 
plied questions are: 

1. What general functions add time, 
place, ownership, possession, and other 
kinds of utilities (want-satisfying 
powers) to physical goods as they 
gradually move toward the point where 
they are sold to final customers? 

2. What distinctive functions are 
performed by the entrepreneurs or 
business executives and their employees 
who carry on the work of distribution? 

In answer to the first question, these 
books and articles typically list five 
functions, as follows: (1) assembling, 
(2) storing, (3) standardization, (4) 
transportation, and (5) selling. The 
distinctive functions of the function- 
aries in the _ productive-distributive 
process are usually listed as: (6) the 
assumption of risks, and (7) financing, 
which is the providing of capital for 
the marketing enterprise. 

A general characteristic of nearly all 
these lists and of studies subsequent to 
those of Shaw and Westerfield, which 
have been constructed on the basis of 
such lists, is that although they are 
generally supposed to be in the field of 
“‘applied”’ economic science, they are 
predominantly deductive. There are 
several books which start out with lists 
of functions like the above and build 
up the entire treatment of the subject 
of marketing on this preconceived 
pattern. This is not the method of 
applied science. 


Method of This Study—The Place of 
Retailing 


The present article, therefore, will be 
devoted to the task of building up a 
comprehensive list of all the functional 
elements of marketing, based on the 
actualities of the distributive process, 
with the objective of making it as 


complete as possible. This plan of 
aggregating and listing the actual ele. 
ments of marketing on a realistic basis 
might well be called a “pragmatic” 
system of compilation, since it j, 
fundamentally an attempt, free from 
preconceived formulas or traditions, to 
list all of the elements or activities 
found in the distribution of goods to 
the public as they are normally per. 
formed, and finally to group them under 
convenient headings. It is an attempt 
to present the facts, uncolored by 
previously worked-out theories or 
categories. '% 

But, of necessity, from the nature of 
the task involved, the resulting prag. 
matic listing of marketing elements will 
not be perfect. No _ presentation of 
actualities can be perfect. Perfection 
is found only in axioms, formulas, 
generalities, and other logical devices 
of the realm of pure ideas. There is an 
almost infinite variety of ways in which 
these functional elements and their 
functional categories can be listed and 
arranged, and the list given in Exhibit 
is only one out of a great many possible 
lists. It was not compiled with any 
idea of finality but merely as a working 
tool. It is not a formula, not a thing 
of mathematical exactness, not at all 
like an axiom or an equation; it is 





18 The word “pragmatic” as used to characterize 
methods of thinking, was derived from the Greek 
word pragma (xpayua), meaning a thing done, an 
actuality, a thing of importance, a condition as it is, 
a material element of a thing, an actuality of the 
business world. Truth, in pragmatism, is truth ot 
actuality in experience as distinguished from the 
concept of absolute mathematical truth or truth in the 
abstract. 

“The pragmatist clings to facts and concrete 
ness, observes truth at its work in particular cases, and 
generalizes. Truth, for,him, becomes a class name 
for all sorts of definite working values in experience. 
. . . The pragmatic method means the attitude . . - 
of looking toward last things, fruits, consequences, 
facts.” James, William, Pragmatism. New York: 
Longmans, Green & Co., 1908, pp. 54-55, 68. 
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merely a picture or sketch intended to 
express an idea." 

The idea of a realistic presentation of 
these functions is not new. Professor 


F Taussig, in the first chapter of his 


Waves and Capital (1895) gave a very 
-ealistic sketch of the entire distributive 
process by which commodities pass 
through the hands of manufacturers, 
wholesalers, and retailers until they 
reach final purchasers. 

The word “function” is used in this 
study in its ordinary meaning as the 
name of each of these recognizable 
items or elements of marketing activity, 
because it is the most used and most 
acceptable English word available. It 
means the normal activity of a thing, 
its actual performance. As used in 
the present inquiry, its meaning is 
somewhat like that of the Greek word 
pragma. 

But it is necessary, for purposes of 
clearness, to distinguish between two 
uses of the word “‘function.”” Where it 
is used for a single item or element of 
marketing activity, it is as an “ele- 
mental function,” but where a number 
of these are grouped together into a 
class for purposes of simplification, 
under a broader use of the term “‘func- 
tion,” such classifications should be 
designated as “‘functional categories.” 


‘Another realistic presentation of the marketing- 
distributive process is that of Alfred Marshall in his 
Industry and Trade, published in 1919. (London: 
Macmillan and Company, Ltd.) In this work a 
considerable number of functions are discussed as 
follows: administration of risks, pp. 250-268, 645-651; 
storage, pp. 274-278; market analysis, pp. 278-280; 
standardization, grading, and inspection, pp. 281, 
811-813; meeting competition, pp. 289-292, 423-506; 
packaging and branding, pp. 300-302; advertising, 
PP. 304-307; financing, pp. 337-349; business manage- 
ment and the development and training of executives, 
PP. 350-364; cost control, pp. 365-367; pricing, pp. 
523-526; transportation, pp. 423-506. The func- 
tions of transformation (manufacture) and selling are 
ciscussed all through the book, as indicated by its 
title, but the author does not present a list of functions. 
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This distinction is quite necessary 
because some writers in this field have 
used the term “function” loosely and 
apparently interchangeably in both of 
the above senses, and have paid little 
attention to the elemental functions in 
some of the categories they have used. 
When some of these summarizing lists 
of functions or activities are examined 
critically, therefore, it may be found 
that the class names are not always of 
coordinate rank. Selling, for example, 
may be considered as a functional cate- 
gory, while transporting and storage 
are merely functional elements belong- 
ing in the category of handling or 
merchandising. 

Of all the various successive steps in 
the productive-distributive process, 
such as the transfer of goods from 
extractive industries to manufacturers, 
from manufacturers to wholesalers and 
jobbers, from them to retailers, and 
from retailers to final customers, the 
ultimate transfer from retailers to final 
customers is admittedly the most im- 
portant. Ali the earlier stages in the 
marketing process lead up to it and 
depend on it. If these ultimate retail 
sales could not be made, none of the 
earlier steps in the productive-dis- 
tributive process would be worth while. 

Furthermore, as the marketing proc- 
ess gradually advances by these various 
stages from the extractive industries 
through manufacturers, wholesalers and 
jobbers, and other middlemen toward 
the point of ultimate sale to final 
buyers,!® the lists of marketing func- 
tional elements to be found in the 
various stages of selling become more 
and more differentiated until, in the 
retailing process, marketing reaches its 
most detailed and most complete form. 
All the basic functions of marketing are 





15 See Taussig, F. W., Wages and Capital, 1895, 
Ch. I. 
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Exuzsir II. 


I. Providing 
Location, 
Building, and 
Equipment 


II. Cooperation 
with 


Government 


HARVARD BUSINESS REVIEW 


Tue Functionat Erements oF Market DistrispuTion CLassiriep py 


CONVENIENT GROUPS 


Selection and continuance of loca- 
tion 

Providing and maintenance of 
building 

Providing and maintenance of 
equipment and fixtures 

Layout of building, equipment, and 
fixtures 

Providing of heat, light, water, gas, 
ice, power, and sewer connections 


business by license 
Sharing costs of government by 
a of taxes 

nforming to city planning and 
zoning regulations for location of 
building or plant 
Conforming to building, electrical, 
elevator, plumbing, and sprinkler 
codes, and other similar physical 
regulations 
(Conforming to traffic ordinances 
governing use of streets for the 
movement of goods 
Conforming to ordinances govern- 
ing the use of minor highway 
privileges for awnings, signs, 
windows, vaults, etc. 
Protection of employees against 
disease, accidents, etc. 


eazy the right to exist as a 





| 


III. Legal Action 


[V. Administration of 
Personnel 


V. Communication 


VII. Participation in 
Community 
Affairs 


t 
VI. Traveling \ 
| 
| 


VIII. Supplies 


IX. Disposal of 
Waste 


Statistical 
Control 


X. Accounting and { 


XI. Credits and 
Collections 


pas Spaieitntion 


of C 





Conforming to laws and ordinances 
for the protection of public health 

Conforming to general laws for the 
regulation of business 
Maintenance of standards of busi- 
ness ethics 

Internal policing to protect the 

business 


Use of legal devices to protect the 
business enterprise 


Selection and placing of employees 

Training employees 

Paying employees by salary and on 
commission 

Stimulation of salesforce 

Welfare work 

Promotion of morale; and group 
relations 

=v special marketing coun- 
sel and other professional services 


Mail correspondence and files 
vorrespondence by telegraph 
Use of telephone 
Messenger services 


raveling by executives and em- 
= in performance of their 
work 


Public relations 
Sharing in local activities 


Contributions and donations 


Purchase of supplies 
Receiving of supplies 
Use of supplies 


Disposal of waste items such as 
ashes, crates, cartons, boxes, 
waste paper, etc. 


Accounting 

Expense control 

Inventory and stock-turn control 
Statistical records 


Credit management 


Collections 
Losses from bad debts 


Receiving of cash 

Disbursing cash 

Depositing cash in banks 

Obtaining special police protection 
in cases of 
cash 

Use of armored cars 


large movements of 


Merchandising research 

Merchandise control 

Style administration 

Buying merchandi 

jee for merchandise 

ocrltien ond omauiie ak eae 
eceiving and assembly of merchan 

| wees of merchandise ties 
Standardization, inspection, and 

Arrangement, rearrangement, eae 
packing, and packaging 

Processing, transformation, alter- 
ation, and other manufacture 

Adapting goods to the market 

Branding and trade-marking 

Keeping goods clean and attractive 

Advertising research 

Newspaper advertising 

Direct mail advertising 

Radio advertising 

Advertising in theaters, motion 
picture shows, street cars, sub- 
urban trains, and buses 

Outdoor advertising 

Distribution of circulars 

Distribution of samples 

Sales house organs 

Overcoming unfavorable publicity 

Other forms of building goodwill 

Coordination of advertising with selling 

Display of goods for sale on owned premises 

Display of goods for sale on sidewalks and 
other publicly owned space 


Sales research, market analysis, 
and interpretation of sales statistics 
Selecting and developing channels 
and methods of distribution 
— a a salt 
udgeting es, an es operations 
Solicttation of of customers, direct 
House-to-house selling 
a planned sales talks 
aranties 
Determination of terms of sale 
Transfer of ownership of goods 
mre weighing, Fee 
and checking goods sold 
Delivery of goods to customers 
Sales counsel to customers 
Service in connection with certain 
items, such as radios, refrigerators, 
automobiles, etc. 
Special services to customers, such 
as parking space, rest rooms, tele- 
hone booths, nurseries, etc. 
evator and escalator service 
Control of movement of people 
through store or plant 
Substitution ; 
Satisfying customers’ complaints 
Returns, allowances, adjustments, 
exchanges in connection with 
goods unsatisfactory to customers 
Reselling qed to dissatisfied customers 
Trade-in allowances on sales of new goods 
Trading stamps 
Sales by vending machines 


Building a marketing organization _ 
General management of the organization 
Departmental management and 
floor supervision 
Territoral organization 
Providing capital for use in the business 
Financial management 
Paying interest on borrowed capital 
Adjustments of policies to meet conditions 
Appraisal of current market trends 
rom market news 
Forecasting future market trends 
Assumption of risks 
Reducing risks by management 
Shifting risks by insurance, hedg- 
ing, and other devices 
an mee poe = ny insurance 
Pricing of good: 
Price maintenance 
Membership in trade associations 
Membership in better business bureaus 
Meeting competition 
Marketing strategy 


XIII. Merchan- 
dising and 
Buying 


XIV. Publicity 





XV. Selling 








XVI. General 
Manage- 
ment and 
Strategy 
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found in the procedure of retail stores. 
Consequently , in the present process of 
aggregating a pragmatic list of the 
fynctional elements of marketing, there 
need be no explanation or apology for 
going directly to a study of retail-store 
procedure, when it is obvious that this 
final stage of the marketing process is 
the most fruitful source from which to 
jerive the various marketing elements 


u 
which are the objectives of the present 


research. 

For a considerable time there has 
existed a notion that the concept of a 
summarizing list of marketing functions 
is quite distinct from that of a detailed 
list of retailing functions; and that while 
the former set of seven or eight func- 
tions is valid as an explanation of all of 
the productive and distributive process, 
as far as the final stage of the retail 
tore, from that point on less attention 
need be given to the abstract functional 
categories in general and more atten- 
tion may be directed to the detailed 
and concrete functions connected with 
getting the goods into the hands of 
actualcustomers. ‘This is substantially 
equivalent to an admission that al- 
though the conventional theoretical 
summarizing lists have not been seri- 
ously questioned in the former field, 
they are obviously inadequate and in- 
applicable from the time the goods 
arrive on the shelves of retailers until 
they are taken by final buyers. The 
average citizen spends a considerable 
amount of time shopping around and 
buying in various kinds of retail stores 
so that, in this field of knowledge, 
actual experience counts for more than 
abstract theory. Consequently, for a 
realistic presentation of marketing ac- 
tivities as actually carried on in retail 
stores, the only satisfactory list is one 
made up from actual experience. 

The pragmatic list finally presented 
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in Exhibit II is a composite aggregation 
of functions from the entire process of 
distribution, derived to a large extent 
by a special study of the retail trade, 
but not by any means limited to retail- 
ing. While clearly valid for the retail- 
ing process, it is, with a few minor 
qualifications, also valid for all whole- 
saling, jobbing, manufacturing, and 
extractive marketing activities as found 
in the productive-distributive process. 

It should not be forgotten that A. W. 
Shaw, who was the first to study and 
make lists of marketing functions, de- 
fined distribution as the application of 
motion to materials’ as they move from 
the times, places, forms, and conditions 
in which they have no value, to the 
times, places, forms, and conditions 
where they have value; and that these 
final times, places, forms, and condi- 
tions, where goods can be sold to final 
buyers because the goods have want- 
satisfying powers, are in the retail 
stages of marketing. 

If it should be objected that a manu- 
facturer’s business is different from a 
wholesaler’s and a retailer’s because he 
performs the transforming function by 
buying goods in one form and then 
changing them into other forms, it can 
be answered that this transforming 
function is also performed to a con- 
siderable extent by practically all re- 
tailers, wholesalers, and jobbers. 

It is generally known that wholesalers 
and jobbers, more than retailers, fre- 
quently buy commodities in one form 
and change them to other forms in 
various ways, and that an automobile 
manufacturing plant which merely as- 
sembles parts into completed auto- 
mobiles is often less a manufacturer 
than some wholesaler or jobber who 





16 See also Bohm-Bawerk, The Positive Theory of 
Capital, Smart’s translation, p. 20. 
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imports raw materials in one form and 
by various processes, as, for example, 
roasting, blending, and packaging of 
coffee, changes the product into one of a 
different character before it is sold. 
The dairy distributing companies not 
only buy their milk and cream from the 
farmers, but they also put it through a 
complete manufacturing process by 
which it is pasteurized and purified, and 
by which the butter-fat content of each 
of the different grades of milk and 
cream is made to conform to the ac- 
cepted standards. 

Nearly every type of retail store per- 
forms some manufacturing or trans- 
forming function in the course of its 
work. A retail jeweler sets a diamond 
in a ring, or strings a set of pearls, or 
puts a new spring in a watch; a druggist 
compounds a prescription; a restaurant 
cooks the food it sells; a clothing or 
gown shop makes alterations; a meat 
market slices its meats or removes 
feathers from its fowls; a grocer takes 
quantities of bulk material such as tub 
butter and packages it in pound lots, 
or removes the outside leaves from 
heads of cabbage and lettuce, or the 
tops from beets and carrots; a bakery 
bakes its bread; a liquor dealer rectifies 
his liquors; a radio dealer installs an 
aérial or a part of his own manufacture; 
an optometrist places lenses in frames; 
an automobile dealer removes a defec- 
tive battery and installs a new one 
before he can sell a car; and finally a 
candy and confectionery store manu- 
factures a chocolate nut sundae. 


Sources of This Study 


There are ordinarily six main groups 
of sources from which to derive and 
compile lists of marketing functions, 
five of which are present-day sources 


while the sixth group includes 4] 
sources from previous periods of time. 
They are: (1) books and articles op 
marketing, which have been discussed 
above; (2) income and expense analyses 
of business firms; (3) statutes, ordj- 
nances, and other governmental regy- 
lations for the purpose of control of the 
marketing process; (4) case books and 
problem books on marketing and other 
sources of marketing cases; (5) the 
actual performance and procedure of 
business firms as revealed in their busi- 
ness documents, business correspond- 
ence, and by actual experience in the 
business; and finally, (6) the historical 
group of sources, which roughly in- 
cludes all of the above in previous 
history, but which is particularly con- 
cerned with the appearance of new ele- 
mental activities from period to period. 
Exhibit III shows the six different 
methods of deriving and compiling 
lists of marketing elements. 

Only in books and articles on market- 
ing and retailing, and in income and 
expense analyses, can lists of functional 
names and words be found already 
compiled and aggregated. The other 
four sources do not furnish lists, al- 
though lists may be aggregated from 
them. Certain functions can be de- 
rived by analysis from statute books 
and municipal code books. Similarly 
another set may be made up from all 
the sources of marketing cases. But 
the only first-hand source, from which 
one is able to derive a complete prag- 
matic list of marketing elements, is that 
of the actual business world. Never- 
theless, a modern marketing executive, 
having given little thought to the sub- 
ject of the range of his various selling 
activities, will in the great majority of 
instances not be able to furnish a com- 
plete list. 
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Marketing Elements Derived from 
Expense Analyses 


If a modern retail store manager, 
the manager of a wholesale house, or the 
sales manager of a manufacturing plant 
should be asked for lists of all the mar- 


keting functions performed in their: 
© various establishments, there would be 


found a tendency on their part, since 


Exuiait III. 
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director of sales for a manufacturing 
plant recognizes the names of these 
functions as headings for their expense 
accounts only for the purpose of income 
and expense control, and usually not 
with the idea that they have listed all 
the functions performed in the conduct 
of their businesses. 

In preparing a list of functions from 
income and expense analyses, the prob- 


Points oF ViEW AND MetTHops oF DERIVING AND CoMPILING THE VARIOUS 


ELEMENTS OF MarKET DISTRIBUTION 


QUESTIONS: 


a. What activities performed in the market-distributive process add 
time, place, form, possession, and other utilities to physical goods as they 
1. Books and Articles on Marketing { move on the way to final purchasers? 


(Deductive) b. What are the distinctive functions performed by entrepreneurs or 
business men in the market-distributive process? 
What important marketing activities, under as few headings as are 
2. Analysis of Operating Expenses of \ conveniently and logically possible, can be held responsible, for purposes 
Marketing Enterprises of standard expense studies, for all of the money expenses of carrying on 
Deductive) the business of a particular store or other marketing enterprise, during a 
given period of time? 
: Cc In the exercise of police power for the general welfare of the public, 
‘i ger saree ) what activities of the market-distributive process are properly subject to 
aaa a ii control by statutes and ordinances? 
Case Books and Problem Books( What particular activities of the marketing process, as found in 
on Marketing and Retailing actual cases, can be used to teach and illustrate the basic principles of 
(Inductive) business success in the manufacture, wholesaling, and retailing of goods? 
— ae ' ( What are all the activities or functions as carried on in the market- 
5. Purely Pragmatic ae ee , aaa - 
” Geteiaa distributive process, as actually found in operation in marketing enter- 
oe prises, and in what logical categories can they be classed? 


a. What sets of marketing elements were actually carried on in pre- 


6. The Historical 
(Inductive) 


vious important periods of history? 
b. As between different important periods of history, what particular 
marketing functions have been added to the productive-distributive 


process to bring it to higher stages of development? 


they operate from the profit motive, 
to think primarily in terms of income 
and expense, and to magnify the impor- 
tance of the functions to which are 
attributed the different elements of 
income and expense. From expense 
analysis studies and from the pages of 
ledgers and cost records of marketing 
lirms, a very good tentative list of 
lunctions may be derived, but in deriv- 
ing such a list it must be continually 
remembered that, because of the profit 
motive, a retail store manager, the 
manager of a wholesale house, or the 


lem is like that of a geologist seeking 
sources of iron, which may be found in 
both the metallic state and the form of 
iron ore. But the ores of iron are not 
iron. The headings of the income and 
expense accounts of a retail store, of a 
wholesale house, or of any other selling 
agency indicate or reveal an important 
list of marketing functions, in fact one 
of the most important lists that can be 
found, but these expense headings are 
not functions. They are expense classi- 
fications named from the functions. 
In those headings where a marketing 
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function is mentioned, it is in the sense 
of an adjective modifying some element 
of income or expense related to the 
function.?” 


Statutes and Ordinances as Sources 


A third source, and _ historically 
among the oldest of manuscript sources 
from which to derive names of market- 
ing functions, is that of statutes and 
ordinances enacted by national, state, 
and municipal governments. But since 
such statutes and ordinances to control 
the marketing of commodities are in the 
main originally designed and enacted 
in the exercise of the police power, to 
protect the life, security, safety, and 
comfort of the general public, a list 
of marketing functions derived from 
this source will necessarily have its 
limitations. A great many of the 
functions of marketing are ordinarily 
not subject to governmental control. 


Marketing Cases and Problems 


The fourth source of the functional 
elements of market distribution is that 
of marketing cases and problems as 
derived from actual business procedure 





17 Expense analyses are presented in: Merchan- 
dising and Operating Results for Department Stores and 
Specialty Stores, by H. I. Kleinhaus, General Manager, 
Controllers’ Congress, National Retail Dry Goods 
Association, 1930; Market Facts for the Retailer, pub- 
lished by the Bureau of Business Standards, Inc., 
of the Shaw Publications; The Hardware Store, an 
Intimate Study of Margins, Expenses and Profits, 
and other bulletins of the National Retail Hardware 
Association: Operating Expenses, Margins, Stock- 
turns, Net Profits in Retail Business, published by 
Merchants Service Bureau, National Cash Register 
Company, Dayton, Ohio; Bulletins of the National 
Retail Furniture Association; and Bulletins and 
Retail Store Expense Analysis forms of the Harvard 
Bureau of Business Research, 1911 to 1933. 

In the standard form for the analysis of retail 
store expenses used by the Harvard Bureau of 
Business Research, 1929 to 1933 inclusive, all ex- 
penses are classified under five headings as follows: 
(1) Administrative and General Expense, (2) Occu- 
pancy Expense, (3) Publicity Expense, (4) Buying 
and Merchandising Expense, (5) Selling Expense. 





and written up in magazine article; 
case books, problem books, and clas:. 
room material for the study of marker. 
ing and related subjects. The firs 
case book in this field was that o 
Professor M. T. Copeland, published 
in 1920. 

In contrast to theoretical books op 
marketing based on the conventiong| 
formula of a functional approach, the 
case book follows a’ method which j 
fundamentally inductive. The student 
analyzes hundreds of actual cases and 
problems drawn from the experience 
of business executives, and from them 
forms his own generalizations and dis- 
covers his own working principles in 
his own way so that they have concrete 
reality and meaning in his own experi- 
ence. The introduction of the business 
case book in business teaching marked 
the beginning of what might be called 
a pragmatic approach to business 
science. By this mode of procedure, 
the various subjects in the marketing 
field, such as wholesaling, retailing, 
sales management, and advertising, 
began to take on the true character of 
applied sciences. 

In seeking and collecting cases and 
problems for inclusion in case books of 
this kind, and reference books of cases 
such as the Harvard Business Reports, 
they were not sought directly for the 
sake of marketing elements or market- 
ing principles themselves, but rather 
for the principles of business manage- 
ment to be discovered and formulated 
in connection with them. But every 
principle of marketing management is 2 
principle which is related to one or 
more of the elemental activities 0! 
marketing. ‘Therefore, just as every 
case or problem illustrates one or more 
principles of management, so it also 
reveals a few or many of these func- 
tional elements of marketing which 
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constitute the special field for the 
present research.}8 


Pragmatic and Historical Methods of 
Approach 


The fifth group of sources is found in 
the actual procedures of marketing 
Although often regarded 
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as a residual group of sources, it is of 
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foremostimportance. From this source 
marketing elements are derived directly 
and at first hand, while from all the 
sources they are derived in- 
directly. The final listing of elements 
in Exhibit II, while aggregated from 
all the different groups of sources, was 
checked against actual procedure to 
give it realistic value. 

~ None of the six groups of sources is 
completely satisfactory in itself. Each 
has its limitations. In order to compile 
and integrate the most satisfactory 
composite array and classification of 
marketing elements, all six should be 
used together. If deduction is un- 
satisfactory, so is too much emphasis 
on the inductive method. Science pro- 
ceeds by a combination of both the 
deductive and the inductive methods. 
The list of functional elements derived 
from an expense analysis is needed as a 
check against the various other arrays 


‘8The materials available are: Copeland, M. T. 
Problems in Marketing, latest revised edition, 1931; 
Frederick, J. G., Modern Sales Management. New 
York: D. Appleton and Company, 1920; Harvard 
Business Reports, Volumes I to XI; Tosdal, H. R., 
in Sales Management, 1921, 1925 and 
1931, Problems in Export Sales Management, 1922, 
and Introduction to Sales Management, 1933; David, 
D. K., and McNair, M. P., Problems in Retailing, 
1926; Borden, Neil H., Problems in Advertising, 1932; 
McNair, M. P., and Gragg, C. I., Problems in Retail 
Distribution, 1930, and Problems in Retail Store 
Management, 1931; Cabot, Philip, and Malott, 
Deane W., Problems in Public Utility Management, 
revised edition, 1930; Brown, T. H., Problems in 
Business Statistics, 1931. These books, unless stated 
therwise, were published by A. W. Shaw and Com- 
pany, Chicago (1921-1926) or by McGraw-Hill Book 
Company, Inc., New York (1930-1933). 
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Exuisit III. List or Permanent orn ENpuRING 

Marketinc ELrements Wuicn May Serve For 
Nearty Att Periops or CoMMERCIAL 
History* 

Accounts and records 

Arrangement and rearrangement of goods 

Assumption of risks 

Building a marketing organization 

Buying merchandise and supplies 

Cash, disbursing of 

Cash, receiving of 

Collections 

Communication 

Conforming to laws, statutes, ordinances, and regu- 
lations of government 

Credit management 

Determination of terms of sale 

Delivery 

Display of goods 

Financing and financial management 

Forecasting market trends 

General management 

Layout of store or plant 

Legal devices, use of 

Losses from bad debts 

Marketing strategy 

Measuring, weighing, counting, and checking goods 
sold 

Meeting competition 

Merchandise control 

Packing and packaging 

Paying employees and sales people 

Paying for goods bought 

Paying interest on borrowed capital 

Pricing of goods 

Processing, conditioning, altering, transforming, and 
other manufacture 

Providing and maintenance of building 

Providing and maintenance of equipment 

Providing capital for use in the business 

Providing protection 

Receiving and assembly of merchandise 

Returns, allowances, adjustments, exchanges 

Sales counsel to customers 

Sales research and market analysis 

Selection and development of channels of distribution 

Selection and placing of employees 

Sharing costs of government by paying taxes 

Solicitation of customers 

Standardization, inspection, and grading 

Storage 

Training employees 

Transfer of ownership of goods sold 

Transportation of goods 

Traveling 

Waste disposal 


* The above composite list of basic or enduring marketing 
elements was compiled from a study of various sources, 
including: Homer's Odyssey, Book XV; the story of Joseph in 
Genesis 37-48; the laws of Moses in Leviticus and Deuter- 
onomy; the description of the markets of the ancient Phoeni- 
cian city of Tyre in Ezekiel 27-28; the code of Justinian 
(Corpus Juris Civilis); and confirmatory passages in various 
books including: Rostovtzeff, I., The Social and Economic 
History of the Roman Empire. g hh. The Clarendon Press, 
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of derived elements. The lists derived 
from ordinances and statutes, from 
books on marketing, and from market- 
ing case books, may also be used in a 
similar manner. By checking all these 
various sets of functional elements 
against each other and against actual 
performance, a fairly representative 
pragmatic list of marketing functions is 
finally put together. 

But if only the first five groups of 
sources are drawn upon, the resulting 
final listing will be without perspective. 
It will be merely a cross section of 
marketing of the present day. The 
enduring permanency and fundamental 
nature of the basic or primordial func- 
tional elements will pass unnoticed. A 
considerable number of the elements of 
marketing are discovered to be endur- 
ing in nature and are found in operation 
in every period of history. These ele- 
ments, when aggregated together, make 
up a permanent or fundamental list 
which is valid for nearly all periods of 
history. <A study of history also makes 
possible a compilation of modern mar- 
keting elements which have been intro- 
duced into the marketing process from 
time to time since the beginning of the 
modern era.” 

This composite list of permanent 
marketing elements which may also 
serve as a basic list for nearly all 
periods of commercial history from the 
earliest Minoans, Cretans, Sumerians, 
Babylonians, and Egyptians to the 





1926; Abbot, Frank Frost, The Common People of Ancient 
Rome. New York: Charles Scribners Sons, 1911; Preston, 
Harriet Waters, and Dodge, Louise, The Private Life of the 
Romans. Boston: Benjamin H. Sanborn & Company, 1893; 
Calhoun, George M., The Business Life of Anctent Athens. 
Chicago: The University of Chicago Press, 1926; St. John, 
J. A., History of the Manners and Customs of Ancient Greece, 
3 Vols. London: Richard Bentley, 1842; Richards, Ger- 
trude R. B., Florentine Merchants in the Age of the Medici. 
Cambridge: Harvard University Press, 1932; Ashley, W. J., 
An Introduction to English Economic History and Theory, 2 
Vols. New York: G. P. Putnams Sons, 1906; Takekoshi, 
Yosoburo, The Economic Aspects of the History of the Civiliza- 
tion of Japan, 3 Vols. New York: The Macmillan Company, 
1930. 

1% These modernizing elements are found listed 


under the various headings in Exhibit II. 


present day, has been aggregated a; 
shown in Exhibit III. 


Summary 


The final listing and classification 
of functional elements of marketing 
(Exhibit II) was prepared after check. 
ing all the lists of functions derived 
from studies of actual experience in 
present-day marketing organizations, 
The list finally presented here was 
integrated and classified after confer. 
ences with several marketing executives, 
including those of three metropolitan 
department stores, a_ representative 
mail-order house, a leading chain-store 
organization, and the managers of three 
unit stores, one of which was operated 
by a cooperative society. 

As the list stands, even though it is 
admittedly imperfect and is only one 
of many possible ways of presenting 
the elements of marketing, it constitutes 
a realistic definition of marketing which 
will serve as the basis of approach for 
a considerable number of forms of 
analysis. 

Thus, 120 different functional ele- 
ments are here grouped for convenience 
into 16 functional categories. Whether 
a mercantile establishment is large or 
small, it will be found that these 16 
functional groupings are represented. 
In large organizations where there is 
considerable division of labor, the differ- 
ent groups of functions will be per- 
formed by different people, but in a 
small one-man establishment all that 
are performed are performed by the 
one man. 

The list of 16 functional categories, 
as shown in Exhibit II, is not set forth 
as a final summary of the marketing 
process but only tentatively, as 4 
matter of convenience in grouping the 
elemental functions. With some modi- 
fication and variation, they could be 
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used for the composite basic list of the 
enduring or permanent elements of 
marketing as shown in Exhibit III. 
But this list of 16 functional categor- 
ies may be open to the objection that 
there are too many groupings. Pres- 
ent-day writers on marketing demand a 
brief summarizing list of class names. 
Furthermore, the above list may have 
too much of the appearance of finality. 
Here is submitted a summarizing list 
of categories, by which all the elements 
of market distribution may be arranged 
in another way; it briefly answers the 
questions implicit in most present-day 
treatises on marketing. But it is set 
forth as a tentative generalization and 
not as a dogmatic formula. It is 
derived independently of Exhibit II, 
both from a study of the various other 
points of view, and also in an attempt 
to clear up the general confusion in 
regard to the problem of lists of 
functions as is revealed in Exhibit I. 
The list is as follows: (1) marketing 
management, (2) financing, (3) han- 
dling or merchandising, (4) pricing, 
5) communication, (6) publicity, (7) 
exchange, (8) research, (9) foresight, 
(10) strategy, and (11) cooperation 
with government.” This list is also 


* “Communication,” “exchange,” and “foresight” 
originally appeared in Westerfield’s list. ‘‘ Handling 
or merchandising” is from Nourse and Cherington. 
rhis category includes the handling elements of trans- 
portation, assembling, inspecting, grading, standard- 
izing, processing, storing, packing, etc. The category 
of “pricing” comes from Duncan and is also in 
Lyon’s list. “Publicity” is here listed as a separate 
functional group; this separation was recognized by 
Shaw and also appears in the list of Marshall and 
Lyon, and any marketing executive would list it as a 
separate group. ‘“‘Research” as a category criss- 
crosses all the others and includes gathering infor- 
mation, market news, market analysis, and inter- 
pretation of market statistics. “Financing” as a 
functional category runs through the whole marketing 
I In Exhibit I, it appears in 26 different lists 
ol categories. 

os “Strategy” is here set up as a distinct category 
although it might well be included with marketing 


process. 
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given in the final column of Exhibit I. 

Having discussed the functional ele- 
ments of marketing at considerable 
length, it is now possible to work up a 
list of functions to answer the two basic 
questions which are implied in books 
on marketing. The first question is: 
What general functions in the market- 
ing process add want-satisfying powers 





management as in Exhibit I]. But management 
often: fails without creative strategy. Shaw recog- 
nized strategy as an important element in market 
distribution. Later, J. George Frederick developed 
it in his book, Modern Sales Management. (New 
York: D. Appleton & Company, 1920.) “Cooperation 
with government,” another category related to 
management, is also clearly a separate group of 
elements. In primitive society, “protection” was a 
distinct functional category, but in the best governed 
modern communities, this category of “protection” 
may be regarded as subsidiary to “‘cooperation with 
government.” 

The inclusion of “foresight” as a basic functional 
category of marketing tends automatically to elimi- 
nate the much-discussed function of “risk-bearing” 
as a basic category. Foresight is the intellectual 
quality of business men which motivates them to 
engage in marketing ventures. It is naive to say that 
they engage in business merely to assume risks. All 
business risks are, more or less, risks of the unforeseen. 
“‘Risk-bearing,” therefore, becomes merely an element 
of marketing subsidiary to the functional category 
of “foresight.” The importance of foresight in 
business is developed by Wallace B. Donham in his 
two studies, Business Adrift, 1931, and Business Looks 
at the Unforeseen, 1932, both published by Whittlesey 
House, McGraw-Hill Book Company, New York. 

The function of “equalization,” discussed by 
Westerfield and further developed by Nourse, is not 
included as a basic category either in Exhibit II or in 
the present eleven-function selection of class names. 
It is not mutually exclusive of the others here listed. 
Furthermore, it is primarily a basic function of middle- 
men in the marketing process. It is not a function 
of the specializing middlemen studied by Shaw and by 
Marshall and Lyon, and not a functional category of 
marketing in general. 

“Marketing management,” a flexible term, is here 
used arbitrarily to include all the elements and cate- 
gories in the pragmatic list of Exhibit IT, not included 
under the other categories of the present list, and also 
to include the “coordination and direction” of 
marketing activities by marketing executives, as 
originally defined by Shaw. 

This eleven-category list of class names may also 
be used for the enduring historical elements of 
Exhibit III. It has already been used to classify the 
52 functional concepts of Exhibit I. 
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(utilities) to physical goods as they 
gradually progress toward the point 
where they are sold to final customers? 

The answer to this question may now 
be expanded to include several func- 
tions. 








Exuisit IV 
Utilities Added 
Functions by the 
Functions 
Processing, conditioning, alteration, or |Form 
transformation; and keeping goods 
clean and attractive 
Transportation Place 
Storage Time _ 
a Se and selling (transfer of title) Ownership 
Delivery to possession of customer Possession 
Measuring, weighing, counting, and | Measurement 
checking 
Dividing Size 
Packaging Form 
Branding and trade-marking Distinction 
Standardization, inspection, and grad- | Certainty 
in 
Pricing and price maintenance Price 
Building goodwill, taking part in local | Goodwill 
affairs, publicity, and advertising 
Special services to customers, rest | Convenience 
rooms, parking space, telephone 
booths, etc. 
Extension of credit Credit 
Guaranties, sales counsel to customers, | Confidence and 
and satisfying customers’ complaints | reliability 








The second question implicit in books 
on marketing is the following: What are 
the distinctive functions performed by 
business men in the productive-distribu- 
tive process? Some of the writers on 
marketing, discussed above, have listed 
“the assumption of risks” and “‘financ- 
ing” in answer to this question and 
have maintained that their total of 
7 to 11 functions include the entire 
process. 

Incidentally, if selling or the getting 
rid of merchandise is a function distinct 
from buying or the acquiring of mer- 
chandise, certainly the shifting of risks 
to insurance companies or by other 
means is a function quite distinct from 
the assumption of risks. Furthermore, 
the assumption of risks is much more 
an involuntary act than it is volun- 
tary and, if predominantly involun- 
tary, why should it be listed as one 
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of the most important functional cat. 
gories of marketing? 

Why not permit business executive; 
themselves to have a voice in Naming 
the functions which they consider mos 
distinctive? The assumption of risks 
is undoubtedly an important elemep; 
in marketing, but it is not the sam 
thing as or as important as the shifting 
of risks which is generally regarded 
as a marketing element of secondary 
importance. . 

A considerable number of marketing 
executives were asked to prepare lists 
of what they considered the 20 most 
important marketing elements as per 
formed in their establishments. As, 
result of this analysis, the following list 
was taken as most representative of the 
choices of these men. 


Exuieir V. Serectep List or Marxertinc 
E.ements ConsipERED oF Most Importance 
BY MarkeTinG Executives 
*1. Selling 
*2. Merchandise control 
*3. Buying 
*4. Pricing 
5. Inventory and stock-turn control 
6. Building sales organization 
7. Expense control 
8. Satisfying customers’ complaints 
g. Meeting competition 
10. Display of goods 
*11. Advertising and sales promotion 
12. Layout 
13. Delivery 
*14. Use of telephone in selling 
15. Credit management and collections 
*16. Market analysis and research 
*17. Marketing strategy 
18. Building morale among employees 
19. Membership in trade associations 
20. Accounting 


* Note that the starred items are separately recognized is 
the eleven-function list prepared by the present writer 02 
page 221 except that Buying and Selling are there grouped 
together as Exchange. ‘ 

Marketing executives who assisted the author in the 
preparation of the above list, either by submitting lists or 
otherwise, included: Arthur O'Keeffe, President, First 
Nationa! Stores, Inc., Colonel C. O. Sherrill, Vice President, 
Kroger Grocery Company, John A. Logan, Executive Vice 
President, Food and Grocery Chain Stores of America, Inc., 
—- H. Appel, in ao of advertising, John Wanamaker, 

ne., New York, Fred H. Tracht, Manager, University 
Chicago Bookstores, George E. T. Cole, Manager, Harvard 
Cooperative Society, Cambridge, Mass., E. R. Sage, Presi- 
dent, E. R. Sage & Company, Cambridge, Mass., Fred , 
Lamb, Manager of the Boston branch o Sears Roebuck 
Company, and H. R. Floyd, Director of Research, W™. 
Filene’s Sons Company, Boston. 
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fand valuable. 
' analysis demands simplification of ex- 
' pense headings and items, so that many 
Helements are disregarded, and all of 
ithe expense is allocated to only the 
abbreviated list of expense headings in 
§ the analysis. 
the basic formula is true, the method 
‘used involves a fiction in accounting 
s theory. 


B process. 
| usual opportunity is presented for the 
puse of the pragmatic method which, 
| instead of stressing axioms, principles, 
formulas, and preconceived categories, 
pseeks to find actualities, facts, con- 
§ Sequences, and concrete things in actual 
s <xperience and reality. 
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Conclusions 


As a result of the present inquiry 


Bnd examination of the various sources 


of marketing elements, the following 
conclusions may be drawn: 

1. The summarizing list of seven 
marketing functions, apparently agreed 


jupon by a number of present-day 


marketing economists, namely: (1) as- 


I sembly, (2) storing, (3) standardization, 
(4) transportation, (5) selling, (6) as- 


sumption of risks, and (7) financing, is 


I inadequate and does not include all the 


elements of marketing. 
2. The underlying axiom or formula 
implicit in a retail-store expense analy- 


sis, that the total of all the expenses for 


a given period of time is caused by the 


Ptotal of all the marketing activities in 


operation during that time, is useful 
But such an expense 


In other words, although 


3. These two deductive systems for 


‘the analysis of marketing activities, 
» being more or less closed or precon- 


ceived as to method, have delayed the 
search for a complete list of all the 
functional elements of the marketing 
In such a situation, an un- 


4. The word “function” is the most 


» acceptable English word available for 
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designating the activities of marketing, 
but it has been used loosely. Dis- 
tinction should be made between func- 
tional categories or classes of functional 
activities and the final subdivisions of 
the categories which are functional 
elements. 

5. In working up a pragmatic list 
of all the elements of marketing, all 
of the various sources should be used. 
But for purposes of integrating and 
classifying such an array of marketing 
elements, the summarizing lists of 
marketing functions prepared by ortho- 
dox marketing economists and the lists 
of headings of retail-store expense 
analyses are less useful than are the 
inductive methods of aggregating these 
elements from: (1) statutes and ordi- 
nances, (2) case books and problem 
books drawn from actual marketing 
experience, (3) actual marketing pro- 
cedure, and (4) historical sources. 

6. The notion that the assumption 
of risks is one of the outstanding and 
most distinctive functional categories 
of marketing, is misleading. ‘True, 
business men assume risks, but with 
them risk-bearing is more involuntary 
than voluntary, more unconscious than 
conscious, more characteristic of life in 
general than of marketing in par- 
ticular. Furthermore, the getting rid 
of risks, or risk-shifting, is actuallya 
much more important functional ele- 
ment. But even so, risk-shifting, which 
is usually merely buying insurance or 
hedging, is not among the most im- 
portant of marketing elements. 

From another point of view it is 
unsound to regard risk assumption as 
one of the basic categories of marketing. 
Business men engage in business ven- 
tures because of foresight and not 
merely because they desire to take 
risks. Risks are risks of the unforeseen, 
and risk-bearing is merely one element 
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of marketing and subsidiary to the 
functional category of foresight. 

7. While it is desirable for purposes 
of teaching to distinguish between the 
subject of production and the subject 
of marketing, and while the two fields 
of subject matter can be very well 
written up in separate books for class- 
room purposes, no sharp line of demar- 
cation between them can be drawn. 
The only scientific definition of pro- 
duction is “the-creation of utilities or 
want-satisfying powers.” Production 
never stops until the goods are used up 
by final customers. Often, after goods 
are sold to customers, they have to be 
“sold” over again. 

8. A. W. Shaw’s definition of dis- 
tribution as the application of motion 
to materials as they progress from the 
times, places, forms, and conditions in 
which they have no value, to the times, 
places, forms, and conditions where 
they have value, is the most useful 
formula to use in the aggregation and 
compilation of a complete list of mar- 
keting elements. Production and dis- 
tribution coexist in the same field, two 
complementary aspects of the same 
phenomenon. 

9g. Processing or transformation, 
since it adds form utilities to goods, 
constitutes an important element in 
marketing. It is fallacious to say it is 
not an element of marketing on the 
ground that it is production. Nearly 








all the elements of the marketing 
process are production. 

10. The notion that the concept of ; 
list of retailing functions is differen; 
from the concept of a list of marketing 
functions, is not tenable. Retailing js 
the final step in the marketing proces; 
and, therefore, retailing is marketing. 
A list of marketing functions, if prop. 
erly put together, is per se a list of 
retailing functions. 

11. A study of historical sources 
reveals two different important lists oj 
marketing elements, namely: (a) a list 
of enduring or permanent marketing 
elements which are found to be present 
in the marketing process in all periods 
of history, and (b) a list of modem 
marketing elements added to the proc- 
ess since the early American colonial 
period. 

12. None of the various sources of 
marketing elements is perfect in itself. 
In order to compile and integrate the 
most satisfactory composite list of 
marketing elements, all sources should 
be used and checked against each other. 
By this procedure, both induction and 
deduction will be used together. Since 
science proceeds by both the inductive 
and deductive methods, all the different 
sources used together give a balanced 
result in the search for a better and 
more complete presentation of the func- 
tional elements of market distribution. 
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A HISTORY OF THE 


F. W. WOOLWORTH 


COMPANY 


By CHARLES 


QO many people the name of 
“Woolworth” and “5 & 10” or 


“variety store’? are synonymous 
terms. This is only to be expected. 
Not only did Mr. Woolworth make the 
first success in the operation of variety 
chain stores but his chain has held its 
early dominant position. In 1929 the 
company he founded operated 1,825 
of all chain variety 
and did a business of $303,047,- 


sales. As the main factor in this field, 
the F.W. Woolworth Company presents 
an interesting development. 


Beginning and Growth, 1879-1933 


Frank W. Woolworth was born April 
13, 1852, on a farm near Rodman, 
Jefferson County, New York. When 
he was seven years old his father de- 
cided that the family should move to a 
farm near Great Bend, a small nearby 
towninthesamecounty. On this farm 
Woolworth lived until he was 
During the 
two years immediately preceding his 


| leaving the farm he took a commercial 
» course at Watertown, New York, near 
' which Great Bend is located. 


At the completion of his “‘ schooling,” 
Mr. Woolworth at once entered the 
field in which he was to become so well 
retailing. Asaclerk for Augs- 

& Moore, a general store located 

in Watertown, he received pay for his 

irst three months of work in the form 

' the experience which he obtained. 

After this period his remuneration be- 
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gan at $3.50 per week.' However, bad 
health soon forced him to return to his 
father’s farm where he remained until 
June, 1877, before returning to his 
formeremployment. Inthe meantime, 
Augsburg & Moore had become Moore 
& Smith. In this store at Watertown 
several of the future executives of the 
F. W. Woolworth Company received 
their first training in the retailing of 
merchandise. 

It was in 1878 that the §¢ store 
idea came to Mr. Woolworth. A con- 
siderable collection of items—many of 
them odds and ends—selling for 5¢ had 
found lodging in the store of Moore & 
Smith. In an attempt to turn some of 
these into cash, Mr. Woolworth ar- 
ranged them on a small sewing table 
with a conspicuous sign reading, “‘ Your 
choice for 5¢.’’ Whether the idea of 
the 5¢ table originated with Mr. Moore 
or with Mr. Woolworth is unknown and 
insignificant, the important thing being 
that the idea led to a large sale of the 5¢ 
items and directly to the present day 
F. W. Woolworth Company, for in the 
following year, 1879, Mr. Woolworth 
opened his first 5¢ store. 

Utica, New York, was selected as the 
site for the 5¢ experiment and the store 
was opened in February of 1879 after 
Moore & Smith had supplemented Mr. 
Woolworth’s $500 capital with a loan of 
$300 worth of merchandise.* But suc- 
cess did not follow. Instead, after a 





140th Annual Souvenir, published by the F. W. 
Woolworth Company, 1919, p. 3. 

2Chain Store Age, April, 1929, 
Section, p. 3. 
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fairly successful opening, sales dropped 
to about $2.50 per day. At the end of 
the first three months the experiment 
was called a failure and the store was 
sold—fortunately, however, at a profit 
of $150.° 

Back in Watertown once more, Mr. 
Woolworth’s former employers decided 
again to give him their financial back- 
ing. This time Lancaster, Pennsyl- 
vania, was chosen and the store proved 
to be a success, so much so that in a 
month a second unit was opened at 
Harrisburg, Pennsylvania, with Mr. 
C. S. Woolworth, brother of Mr. F. W. 
Woolworth, in charge. But here the 
Utica experiment was repeated and in 
six months the store was closed and the 
stock sent to York, Pennsylvania. 
Within three months the York venture 
was called a failure and the store was 
closed, a profit of but $36 having been 
made to show for the three months of 
effort. 

November of 1880 found the s¢ 
experiment in far from a flourishing 
state. Out of four attempts to estab- 
lish stores only one had been a financial 
success. Two of the failures occurred 
even after one successful store had been 
established. Yet the reasons for these 
failures are not difficult to find. As 
yet Mr. Woolworth’s experience was 
very limited, not so much in the selling 
and buying aspect as in the matter of 
selecting locations for stores. His early 
locations were largely the results of 
chance—anywhere a store was vacant 
and the owner did not ask too high a 
rent—and it took several failures to 
impress upon him the importance of a 
good location. He had not yet learned 
that a store selling merchandise of low 
unit value must depend upon con- 





3L. L. Redding, “Mr. F. W. Woolworth’s Story,” 


Worlds Work, Vol. 25, p. 659. 


venience of location as an importap; 
factor in its success. But that he soo; 
learned his lesson and learned it wel 
is evident from his following succes, 
An additional reason explaining they 
early failures was the lack of an ade 
quate variety of goods to sell for s¢ 
Even at present the situation is such 
that it is necessary to have represent. 
tives of the company constantly travel. 
ing in this country and abroad to obtaiy 
ideas for new merchandise. When on 
recalls that, even before the company 
raised its price limit to 20¢, some 20,00 
items were available to Woolworth 
managers, it is difficult to imagine the 
earlier troubles of finding any consider. 
able variety of 5¢ items. Yet th 
difficulty existed. Only by the adop. 
tion of a policy of aiding the manv- 
facturer in creating low-priced goods, 
both by discovering the item and then 
aiding in the planning of the actual 
manufacturing process, has the com- 
pany built up its present vast array of 
merchandise. 

Late in 1880 Mr. Woolworth found 
that the Lancaster store had produced 
enough profits to finance another try at 
establishing a second store. ‘This time 
Scranton, Pennsylvania, was chosen 
and a long careful study of locations 
was made. The result was a successful 
store from the beginning and the second 
“Woolworth 5¢ Store”’ was in existence. 
The next attempt was in Philadelphia 
but the careful study of locations which 
had been made in Scranton was neg 
lected; the store was open but 60 days 
and suffered a net loss of $350.4 Once 
more the importance of a good locatiot 
was impressed upon Mr. Woolworth. 

Thus matters stood in 1884—out 0! 
six tries to establish 5¢ stores only two 
had been successful. However, tht 
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Philadelphia failure marked the turning 
point, and from then on failures were 
few. In 1884 Mr. S. H. Knox, a cousin 
of Mr. Woolworth, came to the Wool- 
worth home for a short visit and before 
his stay had ended he had decided that 
the ¢¢ business was what heshould enter. 
In that same year he formed a partner- 


: ship with Mr. Woolworth—each put- 


ting in a few hundred dollars—to open 
astorein Reading, Pennsylvania. The 
store was an immediate success. 

This partnership marked the first 
of three such arrangements which were 


i formed in the next few years and which 


built the foundations for the present 
Woolworth chain. Mr. F. M. Kirby, 
who as a boy had worked at Moore & 


Smith’s with Mr. Woolworth, formed 
a partnership with Mr. C. S. Woolworth 
Hto open a S¢ store in Wilkes-Barre, 


Mr. E. P. Charlton, a 


Pennsylvania.® 


© traveling salesman selling household 
™ items, formed a partnership with Mr. 


S$. H. Knox and opened a similar store 
at Fall River, Massachusetts. In 1885 
Mr. Moore, of Moore & Smith, decided 
that the 5¢ business was progressing 
faster than the dry goods business and 
he converted his Watertown store into 
one of the more progressive type. A 
unit was soon opened at 
Schenectady, New York. Inthe mean- 


ptime, his former partner, Mr. Smith, 
jhad gone West and was developing a 
® chain of 5¢ & 10¢ stores. 


These three partnerships were soon 
dissolved as they had been formed with 


the intention of being but temporary. 
= Their purpose was mainly to bring 


together sufficient capital for the open- 
ing ol a store and to give experience to 


| the member of the partnership who had 
} not previously been in the 5¢ business. 


*The price limit was raised from s5¢ to 10¢ late 
n 1884. Cf. Chain Store Age, December, 1929, 
eral Merchandising Section, p- 5- 
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The field was too large and the profits 
from individual operation too great to 
make the permanent use of partner- 
ships necessary. In 1889 Mr. Knox 
bought out Mr. F. W. Woolworth’s 
interest in the Erie, Pennsylvania, and 
in the Bufflalo and Lockport, New 
York, stores and began to develop his 
own chain. His partnership with Mr. 
Charlton lasted until 1896, when they 
split the New England stores between 
them and each became absorbed in his 
own chain. Likewise, Mr. C. S$. Wool- 
worth and Mr. Kirby separated to build 
up individual chains. Each avoided 
the territory of the others and soon five 
small but growing chains of 5¢ & 10¢ 
stores were in operation in addition to 
the units of Mr. Moore. All followed 
the policies early established by Mr. 
Woolworth of (1) paying cash for all 
goods, (2) selling for cash on a small 
mark-up, and (3) closing a store which 
did not “stand on its own feet” by 
paying a profit. 

During these early developments of 
other chains, Mr. Woolworth had con- 
tinued to increase the number of his 
stores. In the summer of 1886, when 
he had five stores, he opened a purchas- 
ing office in New York City.® As he 
acted as hisown stenographer, assistant, 
and office boy, the total extra cost due 
to the office was about $25 per month 
and this was saved many times over 
by the advantageous purchases thus 
made possible. For the first time a 
considerable variety of goods began 
to appear in his stores and they really 
became “‘variety”’ stores. ‘The success 
of Mr. Woolworth in keeping down 
his costs of operation is shown by the 
fact that in1g12, when he had 186 stores 
in operation, his total office force con- 


®The five stores were in Lancaster, Reading, 
Scranton, Harrisburg, and Newark. 
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sisted of a bookkeeper, an assistant, and 
a few stenographers. In 1909 he ex- 
tended his operations to Great Britain 
through the F. W. Woolworth and Com- 
pany, Limited, which by 1912 was 
operating twelve units. 

As the chains of these earlier partners 
began to grow, Mr. Woolworth came 
to the conclusion that the formation of 
one chain to succeed the existing six 
would be desirable. To a large degree 
he based this contention on the fact 
that this would make possible a con- 
siderable increase in the buying advan- 
tage of the stores. Although all six 
companies might be buying of the 
same manufacturers, as their orders 
were placed separately and at different 
times, the manufacturer might find 
himself for a short period without any 
orders on hand. Rather than produce 
for stock, he often decided to shut down 
for a period until orders could accumu- 
late. In addition, all six chains, even 
when buying of the same manufacturer, 
were not buying the same kind of goods, 
thus keeping the manufacturer making 
several classes of goods instead of 
obtaining the economies possible from 
the steady production of a standard 
item. Hence, a consolidation would 
lead to real savings to certain manu- 
facturers from which the chains were 
buying and thus to lower prices (or 
costs) for the chains themselves. Fur- 
thermore, it was certain that a con- 
solidation would increase the stores’ 
ability to demand lower prices be- 
cause of greater economies on the part 
of the manufacturer. Such aconsolida- 
tion would also result in a decrease in 
the buying costs due to the elimination 
of duplicate buying offices and buyers. 
Headquarters’ costs could be reduced 
by centralizing all activities in one 
office. These and othereconomies, plus 


an increased possibility of profits, led 


the other five early variety chaiy 
operators to look with favor upon ; 
consolidation. 

In November, 1911, the consolidation 
of the 594 stores of the F. W. Wool. 
worth Company of New York, the 
S. H. Knox and Company of New York. 
the F. M. Kirby and Company oj 
Pennsylvania, the E. P. Charlton ang 
Company of Connecticut, the C. § 
Woolworth and Company, and the two 
s¢ stores of W. H. Moore was ap. 
nounced.’ It also included controlling 
interest in the F. W. Woolworth an 
Company, Limited, of England which 
operated 12 stores. At the time of the 
merger Mr. Frank W. Woolworth wa 
by far the largest operator, having 18% 
stores. Mr. Knox came second, having 
112 stores. A sale of $15 million 7%, 
cumulative preferred stock was made 
to finance the consolidation which 
resulted in the formation of the present 
F. W. Woolworth Company with a 
New York charter.*® In addition, 500; 
ooo shares of $100 par value common 
stock were issued which represented 
nothing but ‘‘water”’ and which were 
offset by a goodwill entry on the asset 
side of the company’s balance sheet. 
Yet the company in 1912 was able to 
earn $8.73 per share on common stock 
and in the following years it redeemed 
all the outstanding preferred stock an¢ 
reduced goodwill to $1. Mr. F. W. 
Woolworth became president of the 
new corporation with the other five 
operators as vice presidents. 

Since the consolidation, growth i1 
number of stores has been astonishing) 
steady (as compared with other variety 
chains) with an average yearly increas 





7 Of the two Moore stores, one was under ti 
name of W. H. Moore and the other was unct! 
the name of W. H. Moore and Son. 

8 Commercial and Financial Chronicle, Vol. % 


p. 567. 
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of 6.3% through 1929.° The yearly 
percentage changes in both sales and 
stores are shown in Chart I while Table 
[ presents the absolute figures. When 
Mr. Woolworth died in 1919 his com- 
pany had passed the 1,000 mark in 
number of stores and its 1918 sales 
had exceeded $107 millions. Growth 
during the next ten years varied from a 
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annual increase to a 9.1% in- 

















TABLE GrowTtH oF THE F. W. WootwortH 
CoMPANY 
ra 
,__| No. of | Sales , No. of | Sales 
Year Stores | in (000) Year Stores = (000) 
| 
i912 | 631 | 60,558} 1923 | 1,260 1193,447 
1913 684 | 66,228] 1924 | 1,356 |215,501 
1914 | 737 | 69,620) 1925 | 1,423 |239,033 
i915 | 805 | 75,996] 1926 | 1,480 |253,645 
1916 | 920! 87,089] 1927 | 1,581 |272,754 
1917 | 1,000 98,1034 1928 | 1,725 |287,139 
1918 | 1,039 | 107,179} 1929 | 1,825 |303,047 
1919 | 1,081 | 119,496} 1930 | 1,881 |289, 289 
1920 | 1,11L | 140,919} 1931 | 1,903 |282,670 
1921 | 1,137 | 147,655] 1932 | 1,932 [249,893 
1922 | 1,176 | 167,319) 1933 | 1,941 (250,517 
crease so that the end of 1929 found 


1,825 stores (34% of all chain variety 
stores) in operation doing a business 
of over 303 millions (37.2% of all 
chain variety store sales). 


decreased from 
a lew stores were added each year. 


While sales 


1929 through 


1932, 
In 


1933 both number of stores and amount 
oi sales again resumed their pre-depres- 
sion trends. 


Foreign Expansion 


_ Although the English company dates 
irom 1909, its growth until 1924 was 
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slower than that of the American 
In the latter year only 165 
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to the end of 1931 this trend was re- 
versed, the English company showing 
an average increase in stores of 13.3% 
each year. This subsidiary has been 
very profitable, its earnings per store 
averaging over twice that of the United 
States stores for 1927-1930.!° The 
actual operation of these English units 
is very similar to that of the American 
stores except for the greater stress on 
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groceries in the English units and the 
effort to carry meats in some of the 
industrial center locations. In 1931 
the company adopted new articles of 
association and became a public com- 
pany, and at the same time the Ireland 
company was made a subsidiary of the 
English company."! Like the Amer- 
ican company it has expanded entirely 
out of profits. 

The entrance of the F. W. Woolworth 
Company into Germany as an operator 
of retail stores dates from July, 1927. 
For several years it had operated 
warehouses there which were used for 
the collection of German-made goods. 
In 1924 it had four such warehouses at 
Sonnenburg. At the end of 1927 the 
company had g stores in operation, 


10 Standard Corporation Records, Vol. 11, No. 2026, 
sec. 6, March, 1930, p. 7317. 
11 Poor’s Industrials, 1932, p. 556. 
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which by the end of 1931 had increased 
to 69, an average rate of increase of 
over 42%.'* Early in 1932 Chancellor 
Bruening issued a decree forbidding the 
opening of any additional one-price 
(limited-price) chain store units in 
cities having a population under 100,- 
ooo for a two-year period—April 1, 
1932, to April 1, 1934.18 This decree, 
which was an attempt on the part of 
Bruening to keep the support of the 
retailers from going to Hitler who had 
promised them relief from the chains, 
was modified to allow Woolworth to 
open 4 stores which were in process 
at the time the decree was issued. 
At the present time approximately 
82 stores are in operation in Germany. 
Other foreign expansion has placed 
stores in Canada and Cuba. These 
units are included in the data for store 
sales presented above as being for the 
F. W. Woolworth Company, while the 
English and German stores are not in- 
cluded. For the Canadian stores a 
subsidiary, F. W. Woolworth Company, 
Limited, has been created, while the 
stores in Cuba are operated directly by 
the New York corporation. Stores 
have been operated in the former coun- 
try for a long period of years—32 being 
in operation at the time of the merger of 
the six groups to form the present 
F. W. Woolworth Company in 1g11.'4 
By 1927 this number had increased to 
116. The first store in Cuba was 
opened in Havana late in 1925.'® 


Aspects of the Company’s Expansion 


We now turn our attention to certain 
aspects of the expansion of the F. W. 





12 Cf. above note 10. Also Commercial and Finan- 


cial Chronicle, Vol. 119, p. 1520. 
13 Business Week, April 6, 1932, p. 29. 
Commercial and Financial Chronicle, Vol. 94, 
p. 567. 
18 [bid., Vol. 119, p. 2301. 


Woolworth Company. First, as to the 
location of the units in the Unite; 
States, we have already noted that , 
Pennsylvania town was the home of 
the first successful Woolworth store 
Naturally, early expansion followed jy 
nearby cities; ¢.g., in 1886 the five 
stores of Mr. Frank W. Woolworth 
were located in Lancaster, Reading 
Scranton, and Harrisburg—all in Penp. 
sylvania—and in Newark, New Jersey. 
Each of the five other men who devel. 
oped the chains which were merged in 
1911 developed a different territory 
but all stayed mainly in the Ney 
England, East North Central, and 
Middle Atlantic States. Later expan. 
sion has placed Woolworth stores in 
every state of the United States and in 
the District of Columbia. As is tru 
of chain store growth in general, the 
East is the stronghold of the company. 
At the end of 1932, 1,932 stores were in 
operation in the United States and 
1,259 of these were located in 14 states. 
Nine of these 14 states were located in 
the three geographical divisions referred 
to above. The actual distribution is 
shown in Table II. 

In the second place, the company has 
been exceptionally profitable through- 
out its period of development, so that 
expansion from the first has been ¢- 
nanced by the profits of existing stores; 
no borrowing has been done for this 
purpose except for the original $30 
worth of merchandise plus money a¢- 
vanced by Moore & Smith to aid Mr. 
Woolworth to open his first and second 
stores. Although this policy nece* 
sarily leads to a slow development, it's 
conservative and has aided in keepin; 
the company on a solid financial basis. 
Expansion out of profits necessarily 
calls for the reinvestment of profits 11 
the business and, as a result, a com 
servative dividend rate. Table II 
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[TABLE Il. 
aT THE ENp oF 1932* 
State Stores} State Stores 
i | 

Alabama a Montana........ | 13 
Arizona naa 9 | Nebraska........ | 18 
Arkansas ovens 9 | Nevada........./ I 
California | 10g | New Hampshire. | 14 
Colorado _eecee| 21 | New Jersey...... | 63 
Connecticut.......| 26 | New Mexico..... | 4 
Delaware........- 2 | New York..... .| 203 
District f Co North Carolina. | 2 

eT ee | g | North Dakota... 7 
WRENS, «inde ascerna oe ee i 
Georgia .eeeeee| 18 | Oklahoma....... 20 
7 eee 8 | Oregon.......... 14 
A. 6 cnt comin 172 | Pennsylvania....| 139 
Indiana os 40 | Rhode Island....} 10 
lowa -eceeeee} 42 | South Carolina. . 8 
Reeth. 53s aen | 297 | South Dakota... 9 
Kentucky........ i 19 | Tennessee.......| 18 
Louisiana.......+- II eer 55 
ee | 22 | LE ae | 4 
Maryland.........] 18 | Vermont........| 9 
Massachusetts.....| 106 | Virginia......... 26 
Michigan ...++| 77 | Washington.....| 21 
Minnesota........ 46 | West Virginia... | 22 
Mississippi........] 15 | Wisconsin.......] 53 
Missouri ...| 51 | Wyoming.......] 5 





* Standard Corporation Records, March, 1933, Vol. 11, no. 


O, p. 7319. 
presents in parallel columns the earn- 
ings per share and dividends per share 
more recent years. During the 
main period of expansion (1912 through 
1929), the company paid out only 45.6% 
of the money available for common 
stock dividends, leaving the rest availa- 
ble for reinvestment in the company. 
The percentage of net profits on sales 
has been entirely adequate to finance 
expansion, averaging over 10% for the 
entire period from 1912 through 1933. 
Practically every store opened by the 
company has given a net profit the first 
year of its operation.’® The profit- 
making ability of the company is em- 
phasized by the fact that the company 


f 
IOT 


Parson, H. T., “What $40,000,000 Sales Have 


4 y +} tT. 9 . ° 
Taught Us,” Magazine of Business, August, 1929, 
p. 138, 
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Taste III. Earnincs per ComMon SHARE AND 
DivipENpDS PER SHARE oF F. W. WootwortH 
Company* 





| | RS 
| Divi- 


| Earn- | Divi- | | Earn- 

—— ings | dends Year | ings | dends 
| per per | per per 
| Share | Share | Share | Share 
| | | j 

1912 | 8.73 2.00 | 1923 | 31.84 | 8.00 

1913 | 10.82 | 5.50] 19247) 7.95 2.50 

1914 10. 87 6.00 | 1925 9.46 | 3.00 

1915 | 13.19 | 6.75 | 1926 | 10.85 | 6.00 

1916 | 15.57 | 7.75 | 1927 | 9.06] 5.00 

1917 | 16.72 | 8.00] 1928 | 9.07 5.00 

1918 | 9.96| 8.00] 1929t] 3.66] 2.40 

1919 | 17.11 | 8.00 1930 | 43.56] 2.40 

1920 | 13.73 | 8.00] 1931 | 4.21 | 4.40 

1921 | 20.04 -00 | 1932 | 8.27 2.40 

ere) 2.96 2.40 


1922 | 27.11 | 10.00 | 1933 | 
| 





* Data for earnings per share of common: 
1912-1920 Chain Store Age, February, 1028, p. 217. 
1921-1932 Standard Corporation Records, Vol. 11, 
p. 2026, sec. 6, March, 1933, p. 7322. 
1933 Annual Report of the Company. 
The data on dividends came from Standard Corporation 
Records, March, 1933, p. 7319. 

+ Change from $100 par to $25 par stock. 

~ Change to $10 par stock. 
paid dividends from the first on 500,000 
shares of $100 par common which repre- 
sented nothing but goodwill. By a 
gradual process the goodwill has been 
reduced to $1 and is so carried by the 
company at the present time. ‘This 
ability to make profits is further shown 
in the redeeming of all preferred stock. 
In addition, a 30% common stock divi- 
dend was declared in 1920 followed by 
one of 50% in 1927.?” 

Another policy of the company is not 
to buy out competitors, 1.¢., the stores 
are opened by Woolworth instead of 
buying out “going” stores. ‘The only 
deviation from this policy has been in 
a limited number of cases where it was 
necessary to buy ‘‘going”’ businesses in 
order to secure desirable locations. 
While in the United States the company 
leases nearly all of its stores and owns 
but a few, in England the policy has 





17Standard Statistics Individual Reports, F. W. 
Woolworth Co. 
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been to erect most of the buildings used 
by the company through its own real 
estate department.'® 

Turning once more to Chart I, let us 
note the contrast between the rate of 
growth of stores and of sales. For the 
entire period through 1932 the stores 
increased at an annual rate of 5.3% 
while sales increased at practically the 
same rate—5.4%. Yet, whereas the 
stores’ increase rate is quite steady for 
the whole period, except for a decline 
following 1930, the sales rate fluctuates 
Of course, this is what one 
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Source: Annual reports of the company. The 
average number of stores in operation each year was 
assumed to be the number at the beginning of the 
year plus one-half o: those opened during the year. 


would expect. With an unstable price 
level, the “ups” and ‘‘downs”’ in busi- 
ness, fluctuating sales are inevitable. 
Yet the rate of growth in sales seems to 
show three quite distinct steps. From 
1912 to 1926 sales grew on an average of 
11.5% each year but during the next 
four years the rate of increase was 6.1 %. 
Thus, while before the present depres- 
sion there had been no sign of slacken- 
ing in the rate of annual increase in 
stores, the sales rate had shown a 
definite tendency to decrease. The 

18 Poor’s Industrials, 1933, p. §36. In the United 
States the Woolco Realty Corporation was incorpo- 
rated in New York State in 1924 to own and to 
manage the Woolworth Building in New York City. 


This corporation is controlled by the same interest 
as is the F. W. Woolworth Company. 








third period covers the four years be. 
ginning in 1930. During this period 
sales have shown an average rate of 
decrease of slightly over 6%, with 1932 
showing a decrease of 11.6%. The 
depression has merely accentuated the 
tendency that was showing itself before 
1929. 

Net income tends to show the same 
general trend as sales. Until 1928 the 
average annual rate of increase had 
been 14.4%. In 1928 and 1929 this 
fell to 0.4%. As this drop came be- 
fore the depression set in, it seems 
significant. 

These changes in trends in the years 
immediately preceding the depression 
are shown by a different presentation 
in Chart II. Here are presented the 
trends for sales per store and net 
profits per store. In general, they 
climb rapidly upward following 1918, 
reach a peak in 1927, and then rapidly 
decline. It seems that the depression 
only accentuated trends which were 
already showing themselves in the pre- 
1929 period. 

To what can we trace the changing 
trends of 1928? Probably a variety of 
factors are responsible. The decline 
in the percentage rates of Chart I are 
natural, as available locations have dis- 
appeared, as competition has increased, 
and as the variety field has become 
developed. These, likewise, explain the 
changes in Chart II. For a great 
many years the company followed a 
policy of not opening units in towns of 
less than 8,000 population.'® Recent 
years have seen the company abandon 
this policy in a number of instances, 
thus adding stores with lower sales and 
lower net profits. Competition has 
increased at a terrific rate; of every 10 
variety stores in existence in 1929, 
4 came into being during the years of 





19 Chain Store Age, June, 1925, p. 5. 
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A HISTORY OF THE F. W. 


1925 through 1929. In addition, the 
majority of variety stores have long 
abandoned the 10¢ price limit, while 
Woolworth stores maintained it until 
1932. Many chain store executives 
feel the 10¢ limit was retained too long; 
others comment unfavorably on its 
abandonment. At any rate, with the 
recovery from depression, the sales per 
store should again show an upward 
tendency unless a large number of units 
are opened in small places. Its effect 
n net per store remains to be seen but 
its retention long after the majority of 
chains had abandoned it may have 
been one of the causes of the trend 
changes in 1928. 
The 10¢ Limit 
The first Woolworth stores were 5¢ 


tores, 1.¢., nothing in the store sold for 
ver S¢. By 1884 Mr. Woolworth was 


convinced that the limit was too low, as 
it did not allow him to have a sufficient 
selection of goods; so a 10¢ limit was 


adopted. Soon afterwards he experi- 
mented with a “‘to 25¢” department 
but, as compared to the §¢ and 1o¢ 
departments, it made a decidedly un- 
favorable showing.?® The result was 
that 10¢ became the limit and “‘ nothing 
ver 10¢”” became a slogan except in 
some states west of the Mississippi 
River and in Canada where freight 
charges made a 15¢ limit advisable. 
The turn upward in the price trend 
in 1896 might have worked hardship 
) the company with its fixed price 
imit if the rise had been at a more 
rapid rate. A rising market naturally 
reacts unfavorably on a store with a 
given price limit, as it takes some 
items above that price limit and nar- 
rows the margin of profit on the others; 


’ Chain Store Age, December, 1929, General Mer- 
andising Section, p. 3. 
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while for a varying price store a 
rising market is favorable, as the store 
is likewise selling on a rising market. 

In 1915 the price level, which had 
been upward since 1896, swung sharply 
skyward. Many items were taken out 
of the 1o¢ class and, in addition, the 
War cut off a large number of items 
made abroad. Other variety chains 
began to raise their limiting price. 
Early in 1917 Mr. S. S. Kresge added 
15¢ items to his $¢ and 10¢ stores, while 
later in the year the limit was again 
raised, this time to 25¢.7!_ In 1920 the 
Kresge “‘green front”’ stores raised their 
25¢-so¢ range to $1.72, Some of the 
Woolworth directors began to feel 
that a change in the “nothing over 
10¢”’ policy was necessary to the solv- 
ing of the rising market problem. The 
suggestion was made at a directors’ 
meeting and considerable discussion 
took place. Many were in favor of a 
change as it offered an easy way out 
of existing difficulties. But the founder 
of the company had a different idea and 
ended the discussion with the following 
statement: “‘Gentlemen, I regard our 
s¢ and 10¢ policy as something basic 
and essential to the welfare of this 
business. We have spent years teach- 
ing the public that nothing in a Wool- 
worth store ever retails for more than a 
dime . . . the company’s policy is too 
deeply rooted to warrant its being 
sacrificed by even so great an upset as 
this War. 

“‘I myself care enough for the tradi- 
tions of this company so that, if you 
gentlemen insist on abandoning our S¢ 
and 10¢ field, I wish to resign from the 
company. If you raise our price limit, 
my stock is on the table, with my 
holdings for sale at whatever price 


21 Magazine of Wall Street, April 13, 1918, p. 31. 
22 Printers’ Ink, February 5, 1920, Vol. 110, p. 165. 
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The 


you men wish to pay for them.” 
10¢ limit was retained. 

Mr. H. T. Parson, who was elected 
president after the death of Mr. F. W. 
Woolworth in 1919, had long been asso- 
ciated with the founder—having come 
with him as an accountant in 1892—and 
was entirely in sympathy with the 1o¢ 
price limit. With a policy of quantity 
buying plus aiding the manufacturer to 
get a low production cost, the company 
was able to obtain a large variety of 
items to retail for a dime or less. In 
1930 the list contained 20,000 items. 
The 1o¢ limit enabled the buyers of 
the company to specialize in finding 
bargains falling within the narrow 
limit. It aided in keeping inventories 
down. In 1929 Mr. Parson wrote, 
“People often ask if there is any possi- 
bility in the future of our raising the 
10¢ price. On the contrary, we are 
more fixed than ever in our determina- 
tion to stick to the price class we select- 
ed. Fifty or a hundred years from 
now, so far as I can see, our prices in 
the Eastern States will still be 10¢.’’*4 

Less than three years after Mr. Par- 
son wrote the above statement he 
recommended to the directors of the 
company that 20¢ be the limiting price. 
In the preceding few months an experi- 
ment had been conducted in some 50 
stores of the company with a 20¢ limit 
and its success led to Mr. Parson’s 
recommendation. Thus, withinathree- 
year period, things had so changed, 1.¢., 
sales had so decreased and profits had 
suffered such a decline, that the presi- 
dent felt the need of a change in the 
traditional policy of hiscompany. One 
wonders what the answer of Mr. F. W. 
Woolworth would have been had he 





23 Chain Store Age, December, 1929, General Mer- 
chandising Section, p. 3. 

%4““What $40,000,000 Sales Have Taught Us,” 
Magazine of Business, August, 1929, p. 138. 


been at the meeting when the change 
of the traditional limit was proposed, 
Would his 1918 attitude have beep 
maintained or would he have seen the 
change of conditions pictured by his 
successor ? 

One result in the change of the 
policy should be to increase the sales 
per store when business returns to more 
prosperous conditions. Another result 
is that the Woolworth stores have been 
brought further into competition with 
department stores, as the 20¢ limit 
enables the company to handle consider- 
able groups of items sold by the depart- 
ment store which the 10¢ limit had 
denied it. Onthe other hand, the F.W. 
Woolworth Company is going to find 
that it has increased competition for 
itself as other retail outlets are going to 
oppose any further loss of patronage to 
the variety stores. In 1929 Mr. Par- 
son made the dubious statement that 
competition to Woolworth was decreas- 
ing as other variety stores were abandon- 
ing the 5¢and 1o¢ limit.2® Astatement 
more in line with the facts seems to be 
that Woolworth’s competition in 1929 
was increasing in spite of the fact that 
the number of stores selling below a 
10¢ limit had decreased. 


Other Policies of the Company 


Let us say a word about the com- 
pany’s policy in adding new items. 
Whereas grocery chains, as a rule, have 
endeavored to add as few new items as 
possible to avoid building up a large 
stock in each store, the variety chains 
have gone to great expense to develop 
newitems. The F.W. Woolworth Com- 
pany keeps a large staff of men both in 
this country and abroad whose business 
it is to find and develop products salable 





25 Business Week, April 13, 1932, p. 11. 





in Wool 
means tl 
quickly 1 
it., the 
consider: 
men spe 
aiding tl 
of cuttl 
the com 
itself. 1 
entire OU 
Parson, 
president 
that, alt 
much eff 
its policy 
the man 
producti 
manufac 
money.” 
Asam 
sale of ¢ 
quantity 
definite 
into fifte 
} stores 
Each ite 
template 
stores fo: 
public r 
goods, it 
at large; 
test peric 
pects of ; 
In 19: 
sufficient 
1,581 ste 
of the y 
estimatec 


6 In orders 
through the 
company au 
over to the : 

*7 Parson, 
Taught Us,’ 
pP. 138. 

8 Chain S 


chandising § 





A HISTORY OF THE F. W. WOOLWORTH COMPANY 


‘2 Woolworth stores. This, of course, 
means that items are also dropped more 
quickly in variety stores than elsewhere, 
;~. the turnover of items carried is 


wm Although this staff of 


considerable. ”® 


men spend a large part of their time 
aiding the manufacturers to find ways 
of cutting their cost of production, 


the company does no manufacturing 


itself. In many instances, it takes the 
entire output of a manufacturer. Mr. 
Parson, who recently retired from the 
oresidency of the company, has stated 
that, although the company goes to 
much effort to buy at low prices through 
its policy of having these men work with 
the manufacturer to reduce his cost of 
production, no order is given to a 
manufacturer on which he will lose 
money.?? 

As a means of insuring the successful 
sale of all new items bought in any 
juantity, the company has adopted a 
lefinite plan. Its stores are divided 
into fifteen districts, each having 2 or 

stores known as “test stores.” 
Each item which the company con- 
templates buying is put in these 30 to 45 

res for a three-week period. If the 
public reacts favorably to the new 
goods, it is purchased for the company 

t large; while it is not bought if the 
test period does not show it has pros- 
pects of a good sale.?8 

In 1927 a staff of 36 buyers was 
suficient to meet the needs of the 
[,581 stores in operation at the end 
i the year. Mr. Edward A. Filene 


estimated that if these stores were 


** In order to prevent the building up of inventories 
rough the accumulation of old merchandise, the 

company automatically writes off all goods carried 
er to the second annual inventory. 

* Parson, H. T., “What $40,000,000 Sales Have 
aught Us,” Magazine of Business, August, 1929, 
128 
** Chain Store Age, December, 1929, General Mer- 
andis ng Section, Pp. 3- 
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operated as independent units at least 
5,000 buyers would be required.*® Al- 
though the company maintains ware- 
houses at New York, San Francisco, 
and Toronto, most of the goods are sent 
direct to the stores from the manu- 
facturers from whom the _ buyers 
make their purchases.*° Each man- 
ager makes out his order from a list 
of over 20,000 items. These orders go 
to a district office where they are pooled 
into various groups so that all items 
ordered of one manufacturer are put 
into the form of one order.*! Likewise, 
the manufacturer receives but one 
check covering all the items ordered 
by the stores of each district. Due to 
this method of automatic reordering of 
items already on sale in the stores, 
the small staff of buyers is adequate. 
Another policy of the company con- 
sists of its traditional non-use of any 
newspaper or magazine advertising. 
The one deviation from this policy was 
in 1929 at the soth anniversary of the 
founding of the Lancaster store. At 
that time extensive advertisements ap- 
peared in nationally known magazines 
carrying the Woolworth name, although 
they were paid for by the various 
manufacturers whose goods were adver- 
tised. The company feels that its 
price appeal, convenient locations, and 
mouth-to-mouth advertising is sufh- 
cient for its needs. Its great use of its 
windows for the purpose of displaying 
merchandise has, to a large degree, 
made possible the non-use of written 
advertising. As the stores are located 


29 Address delivered before American Economic 
Association, Washington, D. C., Dec. 27, 1927. 
Reprinted in Daniel Bloomfield’s Trends in Retail 
Distribution. New York: The H. W. Wilson Co., 
1930, p. 273. 

30 Zimmerman, M. M., Challenge of Chain Store 
Distribution. New York: Harper and Brothers, 1931, 
pp. 254-255. 

31 Printers’ Ink, February 25, 1932, p. 12. 
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in places where the traffic is heavy, the 
window displays are very important. 
The F. W. Woolworth Company has 
never run any sales in which prices on 
its items have been cut below the stand- 
ard even prices.** However, the same 
end is obtained by a different means. 
Whenever the company wishes to run a 
cut-price sale it sells, for example, 11 
of its regular 1o¢ items for a dollar. 
On special days a card is given to cus- 
tomers with the first purchase made. 
When this card has been punched to 
show a dollar’s worth of purchases, the 
customer is entitled to 10¢ worth of free 
goods. Such a policy has helped to 
emphasize to the public that its stated 
prices are standard and that “s¢ & 
1o¢ store” has a real meaning. It 
might be added that this steadfastness 
to an even cent price has made the 
handling of groceries a bit difficult. 
As so many items are sold in grocery 
stores at 9¢, the F. W. Woolworth Com- 


32 This may not be true of the Canadian stores, as 
the writer has recently noticed articles for 9¢ in some 
of these units. 


pany finds it cannot sell this item at , 
dime in face of competition, nor is ;; 
able to cut the price to 5¢. 


Conclusion 


Beginning in 1879 with a “5S¢ store” 
which failed so miserably that sales 
totaled but $2.50 a day, the F. W. 
Woolworth Company has grown to 4 
position where it is looked upon as ; 
tradition in the retail field. Through- 
out the depression of 1929-1932 it has 
added to its number of stores, maio- 
tained a sound financial position, and 
shown its alertness in spite of fifty- 
five years of life by changes in its 
traditional methods of doing business. 
In 1933 with but a 0.3% increase in 
sales over 1932, net income was in- 
creased by 29.8%, apparently showing 
that the company has adapted itself to 
the worst effects of the depression. In 
spite of its size and the scope of its 
operations, there is little basis for 
believing that the prosperity of the 
original “s¢ & 10¢ store” company 
lies in the past. 
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AS LIFE 








By 


INCE the Sun Life Assurance Com- 
S pany of Canada embarked in the 

last decade upon a policy of sub- 
stantial investment in common stocks, 
the merits of that course compared 
with the conventional one of investing 
in bonds and mortgages has been a 
matter of wide interest.1 When in 
1929 one of the writers described the 
change in practice as an “‘experiment”’ 
the statement seemed unduly critical 
to those with implicit faith in the New 
Era.2 With business recovery evident 
and security markets greatly improved, 
the time now seems opportune for a 
review of the depression experiences of 
this notable portfolio of stock invest- 
ments. ‘To provide a comparison, the 
bond portfolio of the Metropolitan Life 
Insurance Company, the largest life 
insurance company and presumably a 
fitting representative of the larger, 
well-managed concerns, is studied for 


the same period, 1929-1933. 



















Investment Policy Comparison 





The expansion of the common-stock 
nvestments, largely (about five-sixths) 
United States companies, took 
place during the decade of the 1920’s 
and is portrayed in Table I, which 








The group experience of the fire insurance com- 
panies or investment trusts would be preferable as a 
s for broader generalization about common-stock 
nvestments. Sun Life is, however, the only actual 
case known to the writers of a major life insurance 
mpany with a large proportion of its portfolio in 
mmon stocks. 
*Harry G. Guthmann, “Investing Life Insurance 
erves,” Barron’s, March 11, 1929. 
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INSURANCE INVESTMENTS DURING 
DEPRESSION 
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BONDS 


in the 
The 


first four assets represent the invest- 


shows the asset distribution 
years 1920, 1927, 1929, and 1933. 


proper. The pro- 
portion of common stocks expands 
continuously through 1929 (actually 
through 1930), rising from 3% to 56% 
of the total assets, while the bonds and 
preferred stocks fall from 73% to 20%. 
The total of these three assets is the 
same percentage of the total assets 


in both 1920 and 1929. 


ment portfolio 
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The trend since 1929 has been the 
result of expansion of all the other 
assets, except mortgages, rather than 
the disposal of stocks, the stock hold- 
ings of 1929 being retained with minor 
exceptions and even increased in some 
cases, particularly in 1930. (See Table 
VI below.) The balance sheet value 
of the stocks, however, was slightly 
less in 1933 than in the year 1929. 
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The corresponding balance sheet pro- 
portions of the Metropolitan are shown 
in Table II. Stocks are practically ab- 
sent, and bonds and mortgages make 
up the investment holdings. The asset 
proportions of fifty-one leading United 
States companies, which do the great 
bulk of the life insurance business, are 
similar to those of the Metropolitan. 
The importance of these companies 
may be judged from the fact that the 
admitted assets of all United States 
companies were $17,482,000,000 in 1929 
and $21,135,000,000 in 1933, as com- 
pared with $16,061,000,000 and $19,- 
360,000,000, respectively for these fifty- 
one companies, as stated in Table II. 


Taste II. Composition or THE ApMITTED ASSETS 
oF THE METROPOLITAN AND LeEapinGc UNITED 
States CoMPANIES 
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An examination of the classes of bonds 
shows similar proportions for the Met- 
ropolitan and these other leading com- 
panies, as shown later in Table V. 
This study covers only the experience 
of the Sun Life with its stock holdings 
and of the Metropolitan with its bond 
holdings. It constitutes a case study 
of two divergent types of investment 
rather than an appraisal of the whole 
company. This partial treatment is 


forced by the absence of a market fo, 
the relatively important mortgage hold. 
ings of the Metropolitan. The 
mortgage is ordinarily purchased a; 
par and carried at that figure untij 
repaid or replaced by a parcel of fore. 
closed real estate. Such real estate js 
appraised and, if found to be worth 
less than the mortgage, carried at that 
lower figure.® 


Method of Estimating Market Value; 


The first step in this study was to 
trace as closely as possible the market 
valuation of the Sun Life’s stock hold- 
ings and the Metropolitan’s bond 
holdings. This study was made neces- 
sary by the absence of any official 
report of actual market values after 
1930. For the student interested in 
less important details of methodology 
or the exact steps by which certain 
necessary approximations were made, 
a Supplement will be found at the end 
of this study. 

In obtaining market values for the 
Sun Life’s stocks after 1930, over 95% 
of the book value was checked by 





3 The following excerpt from the 1932 annual report 
of the Northwestern Mutual Life Insurance Company 
relative to its mortgage experience is of interest: 
“The history of your Company’s investments in these 
mortgages, during the past 75 years, includes several 
periods of severe economic depression, notably thos¢ 
of 1873-79 and 1893-99. The lessons learned during 
those periods resulted in the establishment of such 
conservative rules governing the Company’s invest- 
ment practice that the severe depreciation in real 
estate now existing has been largely discounted in 
advance. Such ultimate losses as may occur should 
be confined mainly to interest. ... On Jan. |, 
1929, the amount of foreclosed real property owned 

. amounted to 0.255% of the total admitted assets. 
The subsequent depreciation in land, and the fall in 
prices, at the farm, of agricultural products to figures 
below the cost of production has resulted in an 
increase in foreclosed real property on December 3!, 
1932, to 1.437% of the admitted assets . . . The 
book value of the farm properties and the improve- 
ments thereon at appraised current prices, now 
owned by your Company, averages only $37.63 per 
acre.” 
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rather than book value in 1933. 
theoretically objectionable, was adopted after a test 


STOCKS VS. BONDS AS LIFE 


market quotations. A few small pre- 
ferred stock issues and the foreign 
currency holdings constituted the chief 
missions. In estimating the market 
value for all stocks held, the percentage 

appreciation or depreciation from 
book value for the 95% (or more) 
actually valued was applied to the total 
book value. (The percentage of each 
sub-class of stocks actually valued is 
shown in the Supplement at the end of 
thestudy.) A measure of the accuracy 
of the method is found in the test made 
by applying it to stocks held in 1929 
and 1930 for which actual market 
values were reported. ‘The estimated 
market value by our method in 1929 
was 1.4% over the actual figure and 
in 1930 0.6% over the actual figure. 

In valuing the Metropolitan bonds 
the list was so much longer that a sam- 
ple was taken, the selected issues being 
taken on the basis of size, issues of 
$2,000,000 or over in par value being 
ncluded. As with the Sun Life, the 
percentage variation of market from 
00k value shown by the securities 
studied was then applied to the total 
book value at which all securities of 
the same kind were carried in the 
balance sheet, to obtain estimated 

arket value. The actual importance 

{ the sample obtained can be judged 

1 Tables III and IV. Table III 

ws the percentage of each type of 
bonds—Government, State and Mu- 
icipal, Railroad, Public Utility, and 


‘Because the book values for Metropolitan do not 
appear until published by the New York State 
~_ artment of Insurance at about the end of the 

ndar year, the company showing its detailed 
igs only at par value in its own published report, 


t was necessary to compute depreciation from par 
The method, while 


th 1932 figures, for which both values were available, 


and showed substantially similar results from both 
methods, actually 0.5% lower by the par value 
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Industrial—for which values were 
found. Similar figures were gathered 
for 1929 and 1930 in which market 
values were reported in order to test 
the accuracy of the method employed 
to estimate those values in the later 
years. 


Tasie III. Par Varvues or Eacnu Crass or Bonps 
In METROPOLITAN List INCLUDED IN SAMPLE 
(Percentages) 
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Governments: U. S. 





and Canadian...... 185. ia 9/77. 3|72-2|73.8 
States, provinces, and 
municipals......... 8. i 4-4) 4.7) 9.1/13.8 
rere 152. 9\58. 655. 8/61. 1/60. 3 
Public utilities.......| 141.6145.7|46.2) 2 2/50.7 
Industrial and miscel- | | 
laneous... |18. 5|24- o18. dao. 6145. ° 





45-5 5|48. 9 6 

Table IV shows the relative impor- 
tance of each class of bonds in the 
total portfolio. The leading impor- 
tance of the railroad and utility issues 
is apparent. Bias in the sample result- 
ing from the sampling of only large 


BOR, c505% an 648. I 





Taste IV. Par Vatues or Various CLASssEes OF 
Bonps Hetp at METROPOLITAN 
(Percentages) 














Governments: U. S.| 











and Canadian*.... .| 6.7 ‘4 6.2 5.4 7.2 
States, provinces, and | } } | 
municipals....... 10.3) 11.4) 12.6) 14.2) 15.6 
ES errr } §5.0) 52.9) 5§1.1) 48.6) 46.5 
Public utilities. .... | 22.0) 23.2) 22.5| 23.0] 22.4 
Industrial and miscel- | | 
at ssccceeed 6.0 7.1 7.6 8.8 8.2 
cc eee ..| 100.0) 100.0) 100.0) 100.0) 100.0 
Total par value (mil 
DORGR cisscoeheu be $1,201 $1,321 $1,435 $1,494 $1,571 





* Other Governments in some years, less than 2% of 


total Governments. 


issues seems unlikely, save possibly in 
the case of railroad issues. To the 
extent that larger issues would include 
the more recent open-end junior issues 
and exclude the smaller and older 








240 HARVARD BU 
closed, underlying liens and the equip- 
ment trust obligations, this sample 
probably is poorer in investment qual- 
ity than the average and would be 
more likely to depreciate than the 
average railroad bond owned by this 
company. Undoubtedly there is a 
tendency to buy larger blocks of the 
larger bond issues. Then, too, as the 
company has grown larger, it could 

TasB_e V. 


(Percentages of 


SINESS REVIEW 


Since railroad bonds suffered marke. 
wise rather more than any other group 
of bonds shown here, it would seem 
likely that the Metropolitan would, jf 
anything, have suffered somewha: 
greater market depreciation than the 
average largecompany. The tendency 
for the relative importance of rail bond; 
to decrease is apparent in both the 
Metropolitan and the total figures. 


CLASSIFICATION OF Bonps HELp By Types 


total book values) 








U. S. Government.......... 
Possiant GIGWRRMIORS,. 0. ose siccecccecenvcasies 


Oe a eee rr Perry eee re 
NS ERSTE ATE ee Pee 
EN EET EOE GR NPR ne 
Industrial and miscellaneous... 














Ne Nee ee eee ee 
Totals (in millions of dollars).................4. 





Metropolitan 51 Leading U. S. 
Companies 

1929 1932 1933 1929 1932 | 1933 
g.8 2.8 | Not $.3 6.0 9.0 
3.8 2.7 | avail- 6.8 6.8 6.5 
10.5 14.5 | able 9.1 10.6] 11.0 
54.1 Pk. 2 eee “7:7 4&3. or 
22.4 ey eee 24.2*| 25.9%] 25.2° 
6.1 5 Saeee 7.0%} 8.5%} 8.2" 
100.0 | 100.0] 100.0] 100.0 | 100.0 | 100.0 
$1,165 | $1,452 | $1,530 ead ica $7,247" 

















* These figures include some stocks. 
and $415,000,000 in 1933. 


safely purchase larger blocks of the 
more recent, and presumably over- 
lying, issues. 

Apparently this possible bias in the 
sample of railroad bond prices and the 
smallness of the state and municipal 
sample, with the attendant difficulty 
of obtaining satisfactory quotations for 
such inactive, over-the-counter issues, 
were insubstantial sources of error. 
The results obtained by this method 
of valuation were actually 1.3% over 
the Department’s market valuation in 
1929 and 0.7% under in 1930. 

Before passing to the results of the 
valuation, Table V is of interest in 


showing the portfolio proportions of 
the Metropolitan as they compare with 
other leading United States companies. 


Preferred and guaranteed stocks were $233,000,000 in 1929, $415,000,000 in 193), 
The corresponding amounts of common stocks were $91,000,000, $102,000,000, and $101,000,000 


The actual results of studying market 
values are shown in Table VI. In the 
first two lines appear the actual dollar 
figures in millions for book and esti- 
mated market values. The decline in 
the stock market between 1929 and 
1932 with the ensuing recovery in 1933 
is apparent. The more narrow fluc 
tuations of the bond market are sim 
larly shown in the comparison o! 
book and market for Metropolitan. 
The relationship is more readily seen 
in its percentage form given imme- 
diately below the dollar figures for 
each company. 


** Authorized” vs. Book Values 


A complication enters into the study 
at this point in the form of the “author 
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ved” value figures. The “author- 
ed”? figure is the value permitted by 
the regulatory insurance authority, in 
this case the Departments of Insurance 
of the Dominion of Canada and of the 
State of New York, respectively. In 
the case of bonds, authorized value 
usually consists of the amortized value 
of the bond (1.e., cost with a portion 


A. Va.uation oF Sun Lire’s Stock 
Ho.p1ncs 

(a) Book Values and Market Values 

(Millions of dollars) 


Taste VI. 





1933 


| | | | 
Book values $288 $328 ($338 ($322 |$316 
Market values. | 3990T 333T | 192t 167t 19st 


| 1929 | 1930 | 1931 | 1932 








Market Values and “Authorized” Values as 
Percentages of Book Values 





1930 193! 1932 1933 





| 
| 
; 


61.7% 


1or.st| 56.9t 
97.5$ 


138 .3T| 
101.5 | 96.5 


116.3* 


farket values. 


51.9t 
horized values} | 


96.8 





B. Vatuation OF MeEtTROPOLITAN’s Bonp Ho.tpincs 
a) Book Values and Estimated Market Values 
(Millions of dollars) 





1931 | 1932 1933 


1929 1930 | 

| | 

MRP Moree | 
$1,165 |$1,283 |$1,395 |$1,452 |$1,530 
1,2951| r, 1784) 1, 2523) 1,320t 





Book values.... 
Market values...| 1, 163t| 





Estimated Market Values and “Authorized” 
Values as Percentages of Book Values 





1932 1933 





| 1929 | 1930 | 1931 
| 


86.3 
97.3 


Market values...| 99.9T gr 84.5 86.2 


rized values| 99.9 99.6 99.3 98.7 





* This value in 1929 is the result of a deduction amounting 


to $63,681,500, made by the Sun Life on its own volition from 
the market values, which latter were the true “‘authorized’’ 
values for that year. 
Actual market. 
} Estimated market. 
§ As estimated by method described in the Supplement. 


f the original premium or discount 
written off each year). In the case of 
bonds which are in default either as to 
interest or principal, the insurance 
department determines an ‘‘authorized 
value” which is presumably repre- 
sentative of the worth of the bond, 
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usually market value. Under ordinary 
conditions the companies would reduce 
their book value of such bonds to 
authorized values at once, but during 
this depression such has not been the 
case. 

Authorized values for stocks have 
usually been market prices in the 
United States until 1931, although 
the matter has usually been of only 
academic interest for life insurance 
companies, because of the frequent 
prohibition of common stocks and 
the relatively insignificant holdings of 
even preferred stocks in such states 
where they were legal. In the case of 
the Sun Life the authorized values have 
been of large significance. Without 
describing all the qualifications, these 
values in 1931 and 1932 were the 
market values of June 30, 1931. At 
the end of 1933 these values averaged 
with quotations of November 1, 1933, 
were used.® 

In the official published balance sheet 
of a life insurance company, book 
value is shown, but then the difference 
between book value and authorized 
value is deducted (or sometimes added) 
as a separate item. As a result the 
authorized value is the one which 
actually determines the total of the 
*‘admitted assets,” as distinct from the 
book or ledger value, and so, in turn, 
fixes the amount of net worth, or sur- 
plus, of the company. Consequently, 
authorized values are more funda- 
mental than book values in any 
solvency test. However, the available 
published material does not always 
show authorized values for individual 
items, and it was necessary in this study 
to make the comparisons of market 
value with book value in the first 


’ For a statement of the basis for authorized values 
see the Introduction in Best’s Life Insurance Reports 
for the several years. 
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instance. With the totals available, 
the differences between authorized 
values and the estimated market value 
may be seen, and the effect which any 
appreciation or depreciation would have 
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if it were registered in the balance sheet, 
which is based on authorized values, 
can be appreciated. 


Market Appreciation and Depreciation 


Without attempting to argue the 
relative validity of market and author- 
ized values, the accompanying chart 
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throws into relief the balance shee 
proportions which would result, if the 
“paper profits or losses” resulting 
from actual market fluctuations jp 
security prices, were recorded there jp 
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to bear loss is reflected in the surplus 
to policyholders resulting from an excess 
of assets over the liabilities of the 
company to policyholders. In_ the 
chart this surplus over policyholders 
claims is shown in the short black bar 
to the right of the large left-hand bar, 
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which represents the total admitted for the former would tend to bulk 
.sgets, i.¢., assets at authorized values. larger in the chart. The proportion 


The relatively small margin of assets of assets valued for each company 
which represent surplus to policy- became more alike between 1929 and 
holders, even in the case of stock 1933, as shown in Tables I and II. 
companies, is often overlooked. Any The data for the chart appear in Table 
market appreciation of the securities VII. 


Apmitrep Assets, LiaBILitieEs, SuRPLUS, AND Market APPRECIATION AND DEPRECIATION 
A. Sun Life 


(In millions of dollars) 


Tasxe VII. 





1929 1930 | 1931 


| 
Total admitted assets sneeesensesens | $589 =| $625 
| 
| 





549 600 
40 25 


Total liabilities * 

Surplus over liabilitiesf. . ; eet 

Market appreciation (A) ¢ or ¢ depreciation (D) « on ‘stocks 
(from authorized values) 





134D | 





B. Metropolitan Life 
(In millions of dollars) 





} | | 


| 1929 | 1930 | 1931 | 1932 | 1933 


} 
| 





Total admitted assets LS -. . l $3,590 ($3,769 [$3,861 
Vane hah ecg chs onsen des een scensas e4 bo | 3,363 | 3,485 | 3,575 
Surplus over liabilities? 177 202 227 284 286 


Market appreciation (A) or depreciation (D) on bond } 
(from authorized values) 16A} 204 D) 186 - 168 D 


| 
| 








chiefly to policyholders. 
Includes capital stock and surplus plus contingency account (1929), reserve for Real Estate & Mortgage Depreciation 


930-1933) and Shareholders’ Surplus account. 
udes contingency reserve in 1932, 1933. 


studied in excess of the amount re- 
ported in the balance sheet is shown 
by a dotted extension to the asset bar, The surplus of Metropolitan is suffi- 
as in the case of the Sun Life in 1929. cient to cover the market depreciation 
Market depreciation is shown by cross- even in 1931, its poorest year. How- 
hatching an area on the bar equal to ever, even though the surplus were 
the loss in value. In interpreting the inadequate, the practice of ignoring 
chart, the fact that only the stock market fluctuations and employing an 
holdings for the Sun Life and the bond amortized value for bonds not in de- 
Idings for the Metropolitan have fault has become generally accepted. 
been valued should be kept in mind. Often these fluctuations represent 
secause stocks were a larger per- changes in the rate of interest for 
entage of assets for the former com- relatively riskless loans rather than 
ny than bonds were for the latter, any change in the credit standing of the 
appreciation or depreciation found debtors issuing the bonds. In recent 


Investment Valuation Arguments 
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years the market has witnessed fluctua- 
tions of 10% or more in the prices of 
long-term United States Government 
obligations. Such a change is as great 
as the difference between the estimated 
market values and the authorized 
values used by the Metropolitan in 
making up its balance sheet, except 
for the year 1931. It is argued that 
so long as a bond or mortgage is good 
and can pay its interest, it is adequate 
for the purpose of meeting the long- 
term contractual liabilities to policy- 
holders. Their claims are usually 
based upon assumed interest rates of 
3% and 344%, and the difference be- 
tween these assumed interest rates and 
actual earnings, the latter being 
generally higher, provides a margin for 
absorbing investment losses or de- 
preciation provided they are not too 
large. 

The presence of the cash surrender 
privilege has been used as a counter- 
argument for greater emphasis upon 
market values. However, the experi- 
ence of both the life insurance com- 
panies and the mutual savings banks 
under the stress of crises in the recent 
and the more distant past indicates 
that very moderate liquid resources 
should be adequate. 

The attempt to employ a set of 
authorized values for stocks which will 
ignore the extreme fluctuations of the 
market, is full of difficulty, even though 
one appreciates the weakness of a 
valuation instrument which changes 
its answer by a hundred per cent or so 
over very short periods—as the stock 
market does. No bench-mark of value 
exists for common stocks as for bonds, 
largely because the earnings and 
dividends have no definitely ascertain- 
able future level. If the influence of 
both changing interest rates and credit 
rating upon market price is ignored, 








and attention fastened solely upop 
income, the possibilities of instability 
peculiar to common stock can be 
pictured best. If income were the sole 
influence upon price, then a decline 
from a $7 dividend to $5 would spell 
a loss of over 28%. 


Rates Earned upon Investment 


A comparison of book values of 
stocks held by the Sun Life and the 
dividend income for the same over the 
period of 1929-1932 is shown in Table 
VIII.© The corresponding yields upon 
the bond holdings of the Metropolitan 
were: 1929—4.9 %; 1930 —4.9%; 1931— 
4.8%; 1932—4.7 %; 1933 —4.6%.' 


Taste VIII. Boox Vatues anv Drivivenp Incou: 
or Sun Lire’s Stocx Ho.tpincs 





1929 1930 T931 1932 




















Book values (in millions)| $288 | $328 | $338 | $322 
Dividends (in thousands) |$19, 138|$20, 238 $16, 286 $11,324 


: ee | 6% 6.2% | 4.8% | 3.5% 








To throw some further light upon the 
problem relative to 1933 dividend in- 
come and the earning power upon 
which the dividends were based, a 
study of some of the larger holdings is 
presented in summary form in Table 
IX. (The details for each of the 
twenty stocks studied appear in the 
Supplement.) The list was selected 
by choosing those common-stock hold- 
ings which showed a market value in 
excess of $5,000,000 in 1929, except for 
Allied Chemical & Dye stock, which 
was entirely disposed of in 1931. The 
list consists of nine industrial and 
eleven public utility stocks. Of the 


* Had authorized values been used the percentages 
would be slightly lower in 1929 and 1930, and slightly 
higher in 1931 and 1932. These percentages 4 


reported in Best’s Life Insurance Reports were 6.5%, 
6.1%, 4.3%, 3-6%, and 3.3% for the years 1929 
1933, inclusive. 

7 Ibid. 
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latter, five are generally spoken of as 
the “operating” type and six as the 
“holding company” type. As a practi- 
cal matter, two of the latter group, 
Pacific Gas & Electric and Public 
Service of New Jersey, might be 
crouped with the former in view of their 
earnings stability which has, for 
example, been better than that of 
Detroit Edison. Because two of the 
holding companies, Electric Bond & 
Share and North American, paid divi- 
dends in stock rather than in cash, the 
total results are presented in dual form, 
one including and the other excluding 
their contribution. The importance 
of this group of twenty holdings may 
be judged from the fact that in 1929 
they represented 48% of the book 
and 57% of the market values of the 
entire stock portfolio. 


Taste IX. Casn DivipENDS AND EARNINGS ON 
Mayor Stock Houpincs or Sun LiFe 
(Percentages of book value) 





Earnings 
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Return 
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} No. | 
of 
Com- |- 
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| = s* 
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| | 
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93'2.31,7.61\1 


94,5.35'9.91'5 
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Note: Summarized from Table in Supplement and subject 
jualifying footnotes given there. 


This summary shows the utility 
operating companies paying the most 
substantial return—6.29% in 1929 and 
| even in 1933. The relatively 
iow dividend return on other important 
classes of holdings shows how largely 
this list is dependent upon growth for a 
substantial rate of return. In the 


er 
IDK 
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light of conventional standards, and 
allowing for the necessity for some 
surplus of earnings over dividends for 
emergencies, even the earnings per- 
centages in 1929 are moderate enough 
save for the utility operating company 
holdings which showed earnings of 
9.91 % in that year. 

The lower percentages of dividend 
yield for these chief holdings as com- 
pared with those for all holdings, shown 
in Table VIII, would indicate that 
they were bought on a lower yield 
basis than the other smaller holdings. 
This difference was apparently not due 
to differences in the time of purchase, 
for these same stocks occupied about 
the same relative place in the earlier 
years when heavy accumulation was 
taking place. 


Importance of Utility Dividends 


The gradual decrease in the differ- 
ential between the dividend yield of 
these twenty important stocks and 
that of the total list between 1929 and 
1932 would indicate that the former 
were contributing a growing part of 
the dividend income. Actually these 
twenty stocks supplied slightly under 
34% of the total dividends in 1929, but 
over 57% in 1932. Much of this 
performance is due to the record of four 
utility companies—American  ‘Tele- 
phone & Telegraph, Consolidated Gas 
of New York, Montreal Light, Heat 
& Power, and Public Service of New 
Jersey. The dividends on these four 
holdings as shown at the year-end were 
equal to $2,742,000 in 1929 and to 
$3,620,000 in 1932. ‘These amounts 
were equal to 14% of total dividends 
received in 1929 and 32% in 1932. 

An examination of the smaller hold- 
ings which constitute, roughly, the 
other half of the stock list shows them 
to be more generally industrials. On 
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the basis of the earnings of our small 
selected sample and even more on the 
basis of larger samples of industrial 
earnings during the depression, the 
dividends and earnings of these smaller 
holdings in the Sun Life stock list 
would be expected to have suffered 
relatively severely. As business re- 
covers the industrial portion of the 
list would be expected to show more 
substantial appreciation and dividend 
growth. Should inflation of large pro- 
portions occur, both market apprecia- 
tion and income should rise to a 
soul-satisfying level. In the case of 
utilities, however, substantial inflation 
usually pushes costs up more rapidly 
than revenues and might injure the 
position of the very stocks which have 
proven a bulwark during the worst 
years of the depression. On balance, 
the Sun Life’s common stocks should 
profit heavily. 


Dominant Considerations 


The two chief arguments against 
investment in common stocks for life 
insurance reserves probably are (1) 
that the relatively small surplus over 
the fixed liability to policyholders for 
reserves, which is common to life 
insurance companies generally, makes 
difficult the absorption of large losses 
such as face the investor in stocks, and 
(2) the nature of the life insurance con- 
tract, which is fixed in dollars. 

The first argument is strongly sup- 
ported by the data shown in the chart 
where the short bar representing sur- 
plus can be seen in relation to the total 
assets represented by the major bar. 
The small size of surplus is in general 





5 Earnings of a large number of leading companies 
are summarized about April of each year by the 
Federal Reserve Bank of New York and the National 
City Bank of New York. 


a natural result of the fact that most 
insurance companies are mutual and 
surplus can arise only out of retained 
earnings. Retention of any very large 
amounts would penalize present policy- 
holders and raise net insurance costs. 
Indeed, some states, New York 
for example, forbid excessive surplus 
accumulations. 

Even stock companies character. 
istically show relatively small margins 
of net worth to liabilities. The surplus 
of Sun Life was large in 1929, as such 
proportions go in the business. If the 
paper profit on stocks had been added 
in, it could probably have boasted of 
the largest surplus in relation to lia- 
bilities of any major company. But 
the following years show the rapid 
disappearance of the protective margin 
as stock values shrank. Stable assets 
are as essential for such institutions 
as they are for banks, which likewise 
have liabilities many times the amount 
of their net worth. It is significant 
that stock fire insurance companies 
which have in recent years successfully 
invested in common stocks have a much 
higher ratio of net worth to debt. 

The second argument is that the 
investments of life insurance com- 
panies are primarily to meet a definite 
dollar liability to policyholders. The 
individual investor can face deflation 
of both market value and income for 
the part of his portfolio which may be 
in common stocks, for the increasing 
purchasing power of money still enables 
him to meet his living costs. The 
obligation of the insurance company 
remains a constant sum of dollars. 
Inflation, it is true, will provide earn- 
ings on a more bountiful dollar scale 
and permit lower-cost insurance. The 
policyholder will need to remember, 
however, that such inflation benefits 
extend only to the reserve element 
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behind his contract and do not alter 
the face amount. The only method 
of meeting the need for increased dollar 
protection because of monetary depre- 
ciation will be to purchase additional 
insurance. 

The argument in the preceding para- 
graph would be less applicable in the 
case of a participating annuity busi- 
ness, because the liability of the com- 
pany, other than for deferred annuities 
during the period of accumulation, is 
for an income, even though the account- 
ing liability is shown as a definite dollar 
reserve. Under inflation conditions the 
annuitant could participate to whatever 
extent the common stocks profited and 
the annuity company was not driven 
to accumulate reserves through fear 
of investment reversals. Under defla- 
tion conditions, however, a stock port- 
folio might suffer so greatly with respect 
to income as well as market values as 
to make it seem very desirable that the 
guaranteed interest rate used for actu- 
arial purposes be set at a lower figure 
than for a company with a_ bond 
portfolio. Furthermore, an excess of 
annuity premiums over annuity pay- 
ments would be necessary, so far as 
the latter constituted a return of prin- 
cipal, in order to avoid the forced liqui- 
dation of stock investments at less 
than book value. 

Conclusions as to the relative suita- 
bility of bonds and common stocks are 
likely to be based on the general thesis 
that the dollar income and the dollar 
value of the former as a class are more 
predictable than they are for the latter. 
So long as tests of actuarial solvency 
are made in dollars rather than in pur- 
chasing power, and only very slender 
margins of surplus are available as 
protection, well-selected bonds, and 
possibly preferred stocks, will probably 
be regarded as having an advantage 


over well-selected common stocks for 
life insurance reserves. 


Supplement 


Sources of Data.—For Sun Life: 
Annual Reports of the Superintendent 
of Insurance of the Dominion of Can- 
ada; Abstracts of Statements, same 
source; Sixty-third Annual Report of 
the Sun Life. The 1933 Abstract pro- 
vided details of changes in holdings 
not otherwise published till late in the 
year. 

For Metropolitan: State of New 
York Insurance Reports; Sixty-seventh 
Annual Business Statement of the 
Company. 

Quotations.—For the most part quo- 
tations were actual closing sales for 
the year; in a few cases an average of 
the bid and asked prices at the year 
end. Quotations from New York 
Times, Wall Street Journal, and Com- 
mercial £9 Financial Chronicle. 

Authorized Values.—The Sun Life’s 
report for 1933 does not divide the 
deduction of $15,162,868 from book 
values to bring stocks and bonds to 
authorized values. In 1932 the corre- 
sponding deduction of $19,680,914 was 
divided $9,531,412 from bonds and 
$10,149,502 from stocks. A division 
of like proportions was made for the 
1933 deduction. It will be noted that 
the greater the portion applied to the 
stock values, the lower the resulting 
authorized values and so the less the 
difference between the latter figure 
and estimated market value, which 
difference constitutes the estimated 
depreciation. 

Foreign Currencies.—The possibility 
of profit or loss through fluctuations 
in foreign exchange rates in the case 
of assets being located in one country 
and liabilities in another is ignored 
here. 
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Book Vatues, Casu Divipenps, AND Earnincs oF Sun Lire’s Mayor Stocxnotpings 
, 1929, 1932, 1933 : 
(Book values in thousands of dollars; dividends and earnings as percentages of book 
value, except in 1933, where figured as percentages of 1932 book values) 





—__—__ 














| 1929 1932 1933 
Name of stock 

Book | Div’d| Earn.| Book | Div’d | Earn. | Div’d| Earn. 

Values| % % |Values| % % % % 
MMIII e°S:k cs ore us eres Wk ease me ee $ 5,042] 4.59 | 8.41 |$ 7,320) 3.78 | 2.59 | 2.42 | 1.60 
ay Cer ee et tee 7,160) 5.85 | 8.42 | 7,517) 4.38 | 4.04 | 4.38 | 5.65 
Cae TONNE onc is ou ec cekaadiscenad 9,439] 4.67 | 7.32 9,961) 2.57 | 1.24] 1.21 | 4.15 
EE on ¥tjivssadaleesaneacaearanie 5,128) 1.36 | 8.93 | 6,247) none | .51 | none | 2.15§ 
ES bint nies WlSkbdde weenie eens 7,542] 4.30 | 8.51 | 7,860) 4.23 | 4.66 | 4.23 | 4.49 
SN RI TO excise a anieu toacons 4,246) 5.73 | 6.36 | 4,246) 5.93 | 6.64 | 5.93 | 3.20 
eS ere Pere ey rey 9,988] 2.79 | 4.02 | 10,130] none | /.62§) none | /.62§ 
eS ot rr rrr ee 4,079] 4.37 |11.09 | 4,428] 4.49 .O2 | 2.81 | 2.18 
NE gO Sea apa penn Fen rey ar otf 4,689} 5.26 | 9.01 | 5,489) 3.76 | 2.11 | 2.26 | 3.39 
es Nf ee re reer ery 12,289] 6.55 |11.08 | 19,547, 5.83 | 3.86 | 5.83 | 3.48 
CI, PII no ook abde sc eeecas see aaa 3,918] 7.45 |11.95 | 4,222] 4.32 | 5.39 | 3.89 | 3.94 
een Ma, Pk Ses bl dca parece anesmes 18,683) 4.71 | 7.25 | 19,762] 6.02 | 6.14 | 5.19 | 4.98 
RAE SIN is sw ainrk cale was Manta 6,921] 7.01 | 9.77 | 8,171) 5.77 | 4.01 | 3.46] 3.71 
Diomevent LA. THt & POW. ooo s cc os vc cx es 5,142! 8.63 [15.39 | 10,191; 6.84 | 8.77 | 6.84 | 8.10 
Colum. Gas & Electric.................+-| 35447] 3.87 | 6.04 | 4,697] 2.02%] 1.94 | 1.09*| 1.03 
ne’l. Tel. & Tel.....cccvccccccccccccccss| @,09@ 9.68 | 6.58 | 8,969] .98 1 7.700) meee) 60 
Practne Grae & Bimcthie. a6 cic oc cae ccs cnvicns | §,909] 3.54 | 5.05 7,124] 3.71 | 3.88 | 3.48 | 2.75 
2 RS er ey ee er | 7,450) 7.60 | 8.78 | 8,703] 6.84 | 6.94 | 6.01 | 6.21 
Elec. Bond & Share................05- | 8,637] stk. | 3.88 | 9,522] stk. | .82| stk. | .36 
Pentee DONOR GAD 65.6. a:08.cccwsidessaens 4,134] stk. | 6.11 7,561; stk. | 2.66] stk. | 1.63 








(Summary in thousands of dollars) 





























ere ee ee ee 57,314] 2,432! 4,364) 63,199) 1,852/1,250f| 1,460)1,130T 
Pee ONIN is cinnccnaeaiaecavew’ 46,953] 2,953] 4,652] 61,893] 3,679|3,416 | 3,308|2,960 
Util. holding excl. stk. div. payers......... 21,481] 1,079] 1,419] 25,866} 969} goof; 822) 796 
ee ckcniceas sapere aren 34,253) 1,079] 2,006) 42,949) 969]1,179f| 822) 954 
All companies excl. stk. div. payers........ 125,748) 6,464/10,435|150,958| 6,500/5,566]|| 5,590/4,875]|| 
Feet INS Sneaks xi ep nccancawaneeesin 138,520 eens eae 167,940} 6,500/5,845]||| 5,590)5,033]| 





(Summary in percentages given in Table IX in text) 


Note: Holdings at end of year were assumed held for whole year to show per annum return. Stock dividends 
were notincluded. Book values of 1932 were used for 1933 because detailed list is lacking, but preliminary reports 
show no changes in number of shares held, except a sale of some Imperial Oil (less than 1% of holdings) which 
was disregarded, and balance sheet totals indicate small likelihood of any changes in book values for these items. 


* Columbia Gas & Electric dividends in 1932 and 1933 were $1.12}4 and $.77)4 paid in convertible preferred. Was sold in 
years received, and proceeds treated as cash dividends here. 

+t These figures are shown net, that is, the deficits of 164 and 298 were deducted from the gross earnings indicated of 
1,414 aon 1,428 in 1932 and 1933, respectively. As percentages of book values the gross figures were 2.24 % and 2.26 %, 
respectively. 

t These figures are shown net, that is, the deficit of 61 was deducted from the gross earnings indicated of 961 and 
1,240 excluding, and including, respectively, the common stock dividend payers. As percentages of book values the 
gross Sguree were 3.72 % and 2.89 %, respectively. 

eficit. 

ft These figures are shown net, that is the deficits referred to in footnotes ¢t and ¢ are deducted. As percentages of 
book ‘value the gross figures were 3.84 % and 3.61 % in 1932, and 3.42 % and 3.17 % in 1933, excluding, and including, 
respectively, the common stock dividend payers. 
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EARNINGS OF SMALL-LOAN LICENSEES, 
1929 TO 1933 
By ROLF NUGENT 


of a business enterprise faces the 

immediate problem of converting 
dollar earnings into rates of earnings. 
The rate of earnings is generally under- 
stood to mean the ratio of the amount 
f earnings to the amount of invest- 
ment in the enterprise. The latter 
term, however, is subject to a great 
variety of interpretations and must be 
carefully defined if the resulting ratios 
are to be significant. 

Variations in the definition of 
“amount of investment” result prin- 
cipally from distinctions as to the 
source of investment and from differ- 
ences in the method of appraisal. 
Ralph C. Epstein, for instance, used 
as his denominator for the computation 

f earning rates “‘entrepreneurs’ capi- 
tal” or the par value of preferred stock, 
common stock, surplus, and undivided 
profits.!. Laurence H. Sloan, on the 
other hand, used as his denominator 
“total invested capital” or the par 
value of all securities outstanding (in- 
cluding funded debt) plus surplus but 
exclusive of appropriated surplus and 
reserves.’ 

Although Mr. Epstein and Mr. Sloan 
differed in their definition of invest- 
ment as regards source of funds, it will 
be noted that both relied upon amounts 
reported in the liabilities side of cor- 


, STUDY of the relative earnings 


‘Epstein, Ralph C., Source Book of Industrial 
Profits. Washington, D. C.: United States Depart- 
ment of Commerce, 1932, p. 2. 

*Sloan, Laurence H., Corporation Profits. 
York: Harper & Brothers, 1929, p. 133. 


New 





porate balance sheets for appraisals. 
In public utility rate-making, however, 
regulatory commissions have usually 
discarded reported liability items for 
their rate base and have proceeded to 
make independent appraisals of asset 
items. 

A proper choice of one or another of 
the many possible denominators for 
computing rates of earnings must de- 
pend upon the nature of the enter- 
prise and upon the available data. A 
study of relative earnings of banks 
based upon total assets, for instance, 
would have little significance since the 
banking business derives its profit 
essentially from the use of low interest- 
bearing deposits many times in excess 
of its capital.* To a less extent, a 
study of relative earnings of the railroad 
industry would have to consider the 
use by this industry of large sums 
borrowed on comparatively favorable 
terms. In most industrial enterprises, 
however, the ratio of funded debt to 
capital funds is low, and the price paid 
for long-term borrowed funds tends 
to approach the earning rates of capital 
funds. Consequently differences in the 
denominators used by Mr. Epstein 
and Mr. Sloan probably have little 
effect on the resulting earning rates.‘ 


’ The Federal Reserve Board reports earning rates 
of banks as ratios of net profits to capital funds 
(capital surplus, undivided profits, and certain 
reserves). 

‘ Differences in earning rates resulting from the 
studies by Epstein and Sloan appear to be due 
principally to the fact that Epstein uses earnings 
before Federal taxes for his numerator. 
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Few would contend that reported 
balance-sheet items are reliable meas- 
ures of the true value of corporate 
assets. Sloan warns his readers that 
“a figure reporting invested capital 
always contains a certain leaven of 
opinion—the opinion of those who 
evaluate the assets.”® In many cases 
evaluations for balance sheet purposes 
not only have been influenced by opin- 
ion but have been determined by most 
arbitrary methods. However unre- 
liable reported balance-sheet items may 
be, the student of corporate earnings 
has no alternative method of evalua- 
tion, since independent appraisals are 
usually impossible. Besides, in studies 
of unregulated private enterprise there 
is probably no consistent tendency 
either to overestimate or underestimate 
asset items. When many such cor- 
porate reports are combined, appraisals 
by accounting optimists are probably 
offset by those of accounting pessi- 
mists. On the other hand, where eval- 
uations are offered in justification of 
rates of charges, the incentive is to 
overstate balance-sheet items—hence 
the effort of regulatory commissions 
to make independent appraisals of 
public utility assets. 


A Denominator for Small-loan Earnings 


Both the characteristics of the busi- 
ness and the nature of the available 
data suggest the selection of a denom- 
inator similar to the rate base of a 
public utility for computing earning 
rates of small-loan licensees. First, 
the small-loan business has had no 
facilities for borrowing capital funds 
at low interest rates. The bulk of 





5 Sloan, op. cit., pp. 136-137. 

* For an illuminating discussion of methods of 
revising valuations for corporate balance sheets. see 
Farr, Anderson F., “The Annual Corporate Report,” 
Harpers Magazine, March, 1934, pp. 421-432. 


capital has been supplied by entre. 
preneurs, and much of the capita| 
raised by the sale of bonds has borne 
effective interest rates’ approaching 
the anticipated earnings rates on 4l| 
funds at the time of issue. Second, 
since rates of charge are subjected ty 
legislative restriction, there is an incep- 
tive to overstate the value of assets 
in reports to state supervisors. Third, 
there is no way of obtaining accurate 
balance sheets for small-loan licensees. 
The majority of licensed offices report- 
ing to state supervisors are branche; 
of chain companies whose operations 
cover many states. Many chain com. 
panies incorporate each branch office, 
but the capical structures of these sub- 
sidiary corporations bear little relation 
to the capital structures of parent com- 
panies. Even where branch offices of 
chain companies are not separately 
incorporated a statement of liabilities 
for each office would be both difficult 
and arbitrary. Consequently super- 
visors usually require of licensees a 
statement of assets instead of a com- 
plete balance sheet. Fourth, and per- 
haps most important, the assets of 
small-loan licensees may be readily 
appraised. 

The usual asset accounts reported 
by small-loan licensees are cash, loans 
receivable, furniture and fixtures, de- 
ferred charges, and other tangible as- 
sets. Many licensees also report 
intangible items of organization expense 
and cost of financing. A_ negligible 
number report real estate or accrued 
interest. 

The predominating item is the ac- 
count “loans receivable.” This is the 





7 That is, the true cost of borrowing: the ratio o! 
the annual interest payment plus annual amortization 
necessary to extinguish the discount and selling cost 
of securities on the date of maturity to the amount 
actually received for use in the business. 
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loan balance began to decline rapidly. 
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single income-earning asset of the small- 
loan business. It is the sum of the 
outstanding balances of individual loans 
due from borrowers. Since interest 
may not be compounded or added to 
the principal under the regulation of 
small-loan laws, this account is also 
the total of the amounts actually 
invested by the licensee in individual 
loans. After subtracting reserves for 
uncollectible loans, the net reported 
amount may be taken as a precise 
appraisal of this asset item.® 

The amount of loans receivable at 
the close of the year is not a satisfac- 
tory measure of the amount of invest- 
ment in this item throughout the year. 
The most satisfactory method of cal- 
culating the average amount would be 
to average the 12 monthly loan bal- 
ances throughout the year. But 
monthly figures are rarely available 
and we have been compelled to rely 
in most instances on the average of 
the outstanding amounts reported at 
the beginning and at the end of the 
year. Sample studies of monthly loan 
balances, however, showed that the 
monthly average closely approximated 
the average for the beginning and for 
the end of the year.® 


‘The question of the adequacy of charge-offs or 
ther provision for uncollectible loans is unimportant 

this instance. Failure to provide adequately for 
neollectible loans tends both to exaggerate the 
amount of net earnings and to increase the denomina- 
tor against which earnings are applied. Although 

licies affecting provisions for uncollectible loans 
affect the resulting earnings in any one year, these two 
tendencies are mutually compensating over a period 
ot years. 

* Under some circumstances, however, the averages 
based on year-end figures are clearly inadequate. 
For instance, in New Jersey the amount of outstand- 
ng loans increased rapidly from the beginning of 
the fiscal year, November 30, 1928, until the legisla- 
ve rate reduction in May of 1929, after which the 
Conse- 
juently, the average of the year-end figures was 
undoubtedly much lower than the monthly average 


would have been. 


The amounts invested in other assets 
are minor compared with the invest- 
ment in loans, but they are none the 
less essential. Each small-loan office 
must carry some idle funds in its till 
and in the bank in anticipation of 
future demand for loans and for meet- 
ing current expenses. Each office also 
must be equipped with furniture, filing 
cabinets, adding machines, typewriters, 
interest calculators, a safe, printed 
forms, and other office supplies; and 
certain expenses such as license fees, 
insurance premiums, and rent must be 
paid in advance. 

For appraisal of these other assets, we 
have been unwilling to accept figures 
reported by licensees. Only a limited 
amount of idle cash, for instance, can 
be considered to be employed in the 
small-loan business. Since 1930 many 
licensees have accumulated large 
amounts in cash and in securities, 
some of which would probably have 
been withdrawn from the business if 
there had been other satisfactory fields 
for investment. Frequently, also, cash 
items include compensating balances 
against bank loans. The purpose of 
such balances is to increase the rate of 
income to the bank on the net amount 
of credit extended. Hence the mainte- 
nance of this non-income earning asset 
item is incidental to the cost of borrow- 
ing and, like interest paid on borrowed 
funds, must be excluded from con- 
sideration when the total investment, 
regardless of source, is to be used as a 
denominator. 

While many reported items of cash 
are excessive, reported items for furni- 
ture and equipment are frequently 
undervalued by rapid depreciation of 
book values. Space does not permit 
the repetition here of the data used for 
appraising these supplementary tangi- 
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ble assets. Since the amount of idle 
cash and the amount of equipment 
necessary to the maintenance of a 
small-loan office vary roughly with the 
amount of outstanding loans, it was 
decided to appraise these assets as 
relatives of the average amount of 
loans receivable. The item of cash 
was estimated at 5% of the average 
amount of loans receivable. All other 
tangible assets, including furniture and 
fixtures, equipment, supplies, and de- 
ferred charges, were estimated at 4% 
of the average amount of loans 
outstanding. 

Appraisal of intangible items is con- 
siderably more difficult. Starting a 
small-loan business is not like buying a 
machine which can be bought for 
a price and put to work immediately 
on full production. Before a small- 
loan office is opened, the field must be 
surveyed, office space engaged, and an 
application for a license made. If the 
license is granted, employees must be 
hired, and money spent for advertising 
and for the investigation of applicants 
before its income begins. The loan 
balance increases gradually and an 
office becomes profitable only after a 
period of operation, the length of 
which depends upon the extent of 
competition, the amount spent for 
development purposes, the quality of 
management, and the extent of de- 
mand. This unprofitable period may 
range from several months to two years 
or more. 

The true value of a loan balance of 
sufficient size for profitable operation 
is therefore greater than the actual 
amount of outstanding loans. The 
difference is represented in the reports 


10 These data are presented in The Small Loan 
Business, by Louis N. Robinson and Rolf Nugent, 
which will be published shortly by the Russell Sage 
Foundation. 


of many small-loan licensees as the 
cost of organization or cost of develop. 
ment. Many accountants for small. 
loan companies assert that 10% of the 
amount of loans receivable is a faj; 
value for this item. Although the pro- 
priety of including some allowance fo; 
this intangible asset item is beyond dis- 
pute, its appraisal is essentially arbj- 
trary. After considering the prices paid 
for going small-loan offices in the open 
market, we have determined upon ap 
appraisal of the cost of development at 
6% of the average amount of loans re- 
ceivable. We believe this to be a con- 
servative estimate. 

The cost of financing is another 
intangible asset listed by many small- 
loan companies and one for which there 
is considerable justification. A profit- 
able small-loan office requires an invest- 
ment which few single individuals are 
willing or able to supply. Capital 
must usually be assembled by the sale 
of securities, and up to the present 
time selling costs have been high. 
Many small-loan companies report 
financing costs exceeding 20% of their 
tangible assets. The State Corpora- 
tion Commission of Virginia reports 
that “the testimony of experts was to 
the effect that such costs would neces- 
sarily be from 15 % to 20%.”"!! 

However necessary to most small- 
loan businesses an expenditure for 
assembling capital may be, we have 
excluded it from our denominator. 
Some licensees have had no costs of 
assembling capital. Among other com- 
panies, financing costs have varied 
enormously depending upon the reputa- 
tion of officers and upon the methods 
of financing. Moreover, financing 
costs vary from year to year, and the 





1! Virginia State Corporation Commission, “Small 
Loan Business in the State of Virginia,” Richmond, 
Virginia, 1932, p. 7. 
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true value of this item is to be measured 
not by historic costs but by current 
costs of assembling capital. Although 
excluded from our denominator, the 
cost of assembling capital should be 
considered in interpreting the resulting 
earning rates. These rates will show 
the earning capacity of large accumula- 
tions of capital funds. If the testimony 
before the corporation commission in 
Virginia is valid, rates of return result- 
ing from the application of our denomi- 
nator should be decreased by 15% or 
20% in measuring the average rate of 
return to the purchasers of small-loan 
company securities. 

These allowances for cash, other 
tangible assets, and cost of develop- 
ment amount in total to 15% of the 
average amount of loans receivable. 
We believe this figure to be conserva- 
tive. Appraisals of these items might 
vary without justifiable criticism from 
12% to 20% of the average amount of 
loans receivable depending upon the 
opinion and policy of the appraiser. 
This variation, however, would have 
but a slight effect on the resulting 
ratesofearnings. By adoptingastand- 
ard formula, on the other hand, we are 
able to overcome differences in reported 
values between states which are much 
more likely to represent the “‘leaven of 
opinion” than differences in fact. 

In general, the allowance of 15% for 
assets, other than loans receivable, is 
considerably lower than the relative 
value of these assets reported in con- 
solidated annual reports of small-loan 
licensees. In Ohio, the reported rela- 
tionship was 16% at the close of 1929, 
21% at the close of 1930, 41% at 
the close of 1931, and 47% at the close 


ot 1932;)? in Michigan, the relationship 


* Haskins and Sells, “Analysis of Annual Reports of 


he D ++ ~ ° ° 
the Personal Finance Companies of Ohio,” 1929, 1930, 


1931, and 1932. 
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of other reported assets to reported 
loans receivable was 11 % at the close of 
the year 1929, 18% at the close of 
1931, and 26% at the close of 1932; 
in Rhode Island, the relationship was 
19% at the close of 1930, 20% at the 
close of 1931, and 27% at the close 
of 1932;'* in Illinois, it was 13% at 
the close of 1929, 15 % at the close of the 
years 1930 and 1931, and 19% at 
the close of 1932.45 In Virginia, the 
reported relationship over a four-year 
period from 1927 to 1930 inclusive was 
18%." 

We now have a simple formula for a 
denominator which can be applied 
equally to all reports of small-loan 


licensees. If LB equals the amount of 
loans receivable at the beginning of 
the fiscal year, and LE equals the 


amount of loans receivable at the end 
of the year, this formula may be ex- 
pressed as follows: 


(AS) 
a SS 


denominator 


We shall refer to this denominator as 
“average employed assets.” 


Calculation of Net Earnings 


The definition of net earnings is 
affected by the definition of the denom- 
inator. If entrepreneurs’ capital is 
used as the denominator, interest on 
borrowed funds must be considered as 





13 Haskins and Sells, “Composite Report from 
Individual Reports of Members of the Michigan 
Association of Personal Finance Companies,” 1929, 
1931, and 1932. 

14 Haskins and Sells, “Composite Report of Reports 
Submitted by 45 Offices of Licensees to the Rhode 
Island Association of Personal Finance Companies,” 
1930, 1931, and 1932. 

15 Tllinois Department of Trade and Commerce, 
“Analysis of Reports Filed by Personal Finance Com- 
panies,” 1929, 1930, 1931, and 1932. 

6 Virginia State Corporation Commission, “Small 
Loan Business in the State of Virginia,’? Richmond, 
Virginia, 1932, p. 28. 











254 HARVARD BUSINESS REVIEW 





























Taste I. Sources or Data Usep 1n Estimatinc Earninc Rates oF SMALL Loay footn 
LicENSEES 0 
plicit mean 
Number of ing f 
State Year* | Source Licensees Form of Publication 
Included but § 
oe ratios 
Connecticut......] 1931 | Seward & Monde, accountants, New Haven** 176 Privately issued (multigraphed) 4 
1933 | Seward & Monde, accountants, New Haven** 150 Privately issued (multigraphed) W 
Plorida..........} 1931 | Haskins & Sells, accountants, Je eeeonVitlees 36 Privately issued (multigraphed) ident 
1933 | Haskins & Sells, accountants, Jacksonville** 42 Privately issued (multigraphed) ‘ Althe 
er 1931 | Georgia State Banking Department 49 (Multigraphed) : 
1933 | Georgia State Banking Department 43 (Multigraphed) 
] 
Illinois xen meate ~~ eng & Company, accountants, 1sst Privately issued (multigraphed TaBL 
Chicago 
1931 | Illinois Department of Trade and Commerce 352 Annual summary of reports of ——— 
ey licensees (printed) 
1933 | Illinois Department of Trade and Commerce 392 Preliminary statement, to be 
printed later in annual report 
Indiana.. -.+++| 1929 | Indiana State Banking Department 272 (Multigraphed) 
1933 | Indiana Department of Financial Institutions 323 Preliminary statement, to be 
printed later in annual report 
eee 1931 | Iowa State Banking Department 164 (Multigraphed) 
1933 | lowa State Banking Department 155 (Multigraphed) 
Maryland........ 1931 | Haskins & Sells, accountants, Baltimore 41 Privately issued (multigraphed) 
Massachusetts....| 1929 | Russell oe Foundation, New Yorkt 137$§ | (Unpublished) p 
1931 | Lybrand, Ross Brothers & Montgomery, ac- 193% Privately issued (multigraphed) Illine 
countants, Boston** / °. 
1933 | Massachusetts Supervisor of Loan Agencies 1924 Annual Report (printed) Indi 
; ; ; ‘ Mas: 
Michigan ..| 1929 | Haskins & Sells, accountants, Detroit** 88 Privately issued (multigraphed) Mich 
1931 | Haskins & Sells, accountants, Detroit** 104 Privately issued (multigraphed) ivaICs 
Missouri. . 1929 | Missouri Commissioner of Finance 107 Annual Summary (printed) Miss 
193! | Missouri Commissioner of Finance 85 Annual Summary (printed) 
1933 | Missouri Commissioner of Finance 82 Annual Report (printed) New 
New Jersey......| 1929 | New Jersey Department of Banking and In- 407 Annual Report (printed) a 
surance : r 
1931 | New Jersey Department of Banking and In- 117 Annual Report (printed) —— 
surance - p Virg! 
1933 | New Jersey Department of Banking and In- 73 (Multigraphed) 
surance T 
New York........} 1933 | New York State Banking Department 141 (Multigraphed) 
Ohio.... ....-} 1029 | Haskins & Sells, accountants, Cincinnati** 188 Privately issued (multigraphed) *L 
1931 | Haskins & Sells, accountants, Cincinnati** 240 Privately issued (multigraphed) 7 
1933 | Haskins & Sells, accountants, Cincinnati** 336 Privately issued (multigraphed) it It 
ing loan 
Pennsylvania.....| 1929 | Pennsylvania State Banking Department 497 (Multigraphed) A 
1931 | Pennsylvania State Banking Department 547 (Multigraphed) §\ 
1933 | Pennsylvania State Banking Department 498 (Multigraphed) ] if if 
: ing loan 
Rhode Island | 1931 | Haskins & Sells, accountans, Providence** 45 Privately issued (multigraphed) 
1933 | Haskins & Sells, accountants, Providence** 41 Privately issued (multigraphed) ; 
Virginia | 1929 | Virginia Corporation Commission =  >_sijj#s........ ##) Special report (printed) doub 
1931 | T. Goleman Andrews & Company, accountants, 62 Privately issued (multigraphed) tion 
Richmond ** 
. ; | Dew ; ; . amou 
Wisconsin 1931 | Wisconsin Banking Department 63 Annual Report (printed) 
| 1933 | Wisconsin Banking Department 68 Annual Report (printed) expel 
* Data are for calendar years except for Massachusetts and Connecticut where the fiscal year ends September 30 and for items 
New Jersey where the fiscal year ends November 30. 

** Report to the state association of licensees. cases 
Report to the state supervising official. ch 
Excludes licensees engaged in business less than one year. ars 

Excludes Morris Plan companies and the Collateral Loan Company. f | 

} xcludes Morris Plan and chartered companies. or t 

## Number of licensees not given. cacky 

an expense and excluded from earnings. earnings reported in subsequent tabula- on o 
If, however, the denominator is based tions are before interest charges. Ina all in 
upon employed assets, a numerator few instances interest charges were not In 
of net earnings before interest must be identified and had to be estimated. accol 


used. Consequently, the amounts of The methods of estimating are given 10 Clatic 
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footnotes. In spite of the inadequate 
means of estimating, inaccuracies result- 
‘ng from these estimates would have 
but slight influence on the resulting 
ratios. 
| Wherever gifts and subscriptions were 
) identified, these items were eliminated. 


f Although such expenditures are un- 
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increased items of rent, salaries, 
advertising, bad debts, and deprecia- 
tion of furniture and equipment re- 
ported by individual licensees to 
conform to certain minimums con- 
sidered necessary to successful oper- 
ation. In the aggregate these adjust- 
ments resulted in a material increase in 



































TasLeII. Estimatep InvestTMENT, Expenses, Net Earnincs, AND RaTEs oF EARNINGS 
or SMALL Loan LicENSEES IN CERTAIN STATES IN 1929 
| | 
a Loan Loan Average | Income Net 
P ' Balance Balance 8 Earnings | Rate of Net 
State Becinni S Employed| from Expenses eile 
eginning End Annes i eatie before Earnings 
of Year* | of Year* Interest 
(In thousands of dollars) (In per cent) 
(er 12,309 16,288 16,443 5,264 3,021 2,243 13.6** 
re a” | 0,200 13,393 13,566 4,382 2,828T 1,554 11.4 
Massachusetts......... 7,702} 7,702t 8,857 2,361 1,229 1,132 12.8 
oe Tee eee 2,200 15,524 15,941 4,363 2,371 1,992 12.5 
en Ce ome 6,111 9,959 9,240 2,644 1,885 759 8. 2§ 
| 
New Jersey........... 18,906 | 20,344 22,569 6,106 | 3,840 2,266 10.0 
Ohic Settee ..| 22,500 | 27,459 28,726 8,045 4,494 3,551 12.4 
Pennsylvania.......... | 33,500 45,067 45,176 | 12,678 7,373# 5,305 11.8 
Virginia | 3,682 3,682f 4,234 | 1,340 836 504 11.9 
| | 
Total. . | 127,110 | 159,418 164,752 | 47,182 27,877 19, 306 Me 
| 











* Less reserve for uncollectible loans. 


** Excludes licensees engaged in business less than one year. ; : 
t Interest paid on borrowed funds was not identified. The amount was estimated as bearing the same ratio to outstand- 
ng loans as the interest paid by Ohio licensees in the same year, and this amount was subtracted from expenses. 


} Average of 12 monthly loan balances. 


§ Maximum interest rate reduced from 334 % to 234% a month on August 31. ; 
# Interest paid on borrowed funds was not identified. The amount was estimated as bearing the same ratio to outstand- 


g 


doubtedly included without identifica- 
tion in some summaries, the relative 
amounts reported for ‘‘ miscellaneous 
expense,” “sundries,” or other general 
items were small except in the few 
cases where home-office supervision 
charges were included in one or another 
of these items. The effect of the 
inclusion of questionable expense items 
on our ratios is probably negligible in 
all instances. 

In preparing the Ohio summaries, 
accountants engaged by the Ohio Asso- 
ciation of Personal Finance Companies 


ing loans at the close of 1929 as the amount reported in 1930 bore to outstanding loans. 


the expenses reported for each year. 
While many reports are undoubtedly 
inaccurate because of primitive ac- 
counting systems of small licensees, 
we consider the standards applied in 
making these adjustments to be poorly 
supported by facts. Moreover, if min- 
imum standards are to be established, 
it would seem necessary also to estab- 
lish maximum standards. Our experi- 
ence in attempting to adjust reported 
expense items in several sets of individ- 
ual reports was that the increases to 
reasonable minimum expense standards 
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were roughly offset by decreases to 
reasonable maximum standards. 

In the Ohio summaries, adjustments 
were also made in the item of Federal 
taxes. These adjustments revealed 
that the books of licensees were usually 


Having restricted the amount oj 
cash and securities for our denominator 
we have eliminated from reported gross 
incomes the items “interest on bank 
balances” and “other income” which 
is composed principally of income from 


Tasve III. Estimatep Investment, Expenses, Net Earnincs, AND Rates oF 
Earnincs oF SMALL Loan Licensees IN CERTAIN STATES IN 1931 

















—. san e Average | Income E ae R f 
State er “© |Employed| from | Expenses | ~270!"88 | Sate ol Net 
Beginning End came * pied before Earning: 
of Year* | of Year* Interest 
(In thousands of dollars) (In per cent) 

Connecticut........... 9,006 9,172 10,452 | 3,085 1,916 1,169 11,2 
eer 1,900 2,107 2,304 722 463 259 11.3 
RES RE t. 4,100 4,553 4,976 1,521 1,024 498 10.0 
Ope fet: 28, 368 31,742 34,563 | 10,290 6,526 3,763 10.9 
Be weaue tucnks woe 7,272 7,694 8,605 2,758 1,861 897 10.4 
a 5,081 5,887 6,306 | 1,835 1,086 750 11.9 
Massachusetts......... 11,904 14,265 15,048 | 4,238 2,643 1,595 10.6 
Er 16,000 15,774 18,270 | 4,881 2,977 1,904 10.4 
es 9,500 10,415 11,451 2,964 2,043 921 8.0 
New Jersey........... 7,869 5,290 7,567 1,002 977 25 0.3 
RB ic adniasa can steed 31,220 29,213 34,749 | 9,156 $;§42 3,614 10.4 
Pennsylvania.......... 52,000 52,348 60,000 | 15,605 9,093 6,512 10.9 
Rhode Island......... 3,¢00 3,562 4,003 1,195 757 438 10.9 
ee 4,800 4,928 5,594 1,746 1,137 609 10.9 
ROOM. 5. «6.6 o'cacnnis 7,045 7,028 8,092 2,334 ions 884 10.9 
co Vere el” 203,978 | 231,980 | 63,334] 39,496 23,838 10.3 


























* Less reserve for uncollectible loans. 


kept on a cash basis, and taxes reported 
in any one year were frequently ap- 
plicable to operations of the preceding 
year. Although this fact tends to 
understate the items of taxes when 
volume and profits are increasing, we 
believe that an accurate estimate of 
current taxes is impossible without 
true balance sheets. We have already 
referred to the reasons why these are 
not available. Consequently, while 
acknowledging the desirability of well 
supported adjustments in reported 
items, we have eliminated the adjust- 
ments in the Ohio summaries. 


securities and interoffice loans. We 
have also eliminated collections on 
accounts previously charged off, sub- 
tracting this item both from gross 
income and from the expense item 
“charge-offs or provision for uncol- 
lectible loans.” 


Available Earnings Data 


Prior to 1929 only New Jersey and 
Massachusetts published reports of 
earnings of small-loan licensees, 4!- 
though the State Corporation Commis- 
sion in Virginia published in 1932 4 
study of earnings which covered the 
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t of period from 1927 to 1930, inclusive. tions, or inertia prevented the publica- 
ator. Since the Massachusetts reports did tion of official summaries. In several 
TOs not identify interest paid on borrowed of these states, summaries were pre- 
ank funds prior to 1929, the earnings data pared by accountants for state associ- 


hich for years preceding 1929 are extremely ations of licensees with the permission 
| limited. In 1929, however, the De- of the supervisor from certified annual 









































rom 
partment of Remedial Loans of the reports submitted to the supervisor. 
Taste IV. Estimatep InvestMENT, Expenses, Net Earnincs, AND RATES OF 
~~ EARNINGS OF SMALL Loan LICENSEES IN CERTAIN STATES IN 1933 
z | 
Net . Loan Loan Average | Income Net 
zg “ Balance | Balance | , . Earnings | Rate of Net 
, EY State Nisa Employed| from | Expenses ‘ 
Re Beginning End phen ” pee before Earnings 
ae of Year* | of Year* Interest 
ent 3 —_ | 
—ae Re (In thousands of dollars) | (In per cent) 
Commecticet. ...cideccds 8,700 7,260 8,832 | 2,174 1,708 465 5.37 
PICEA, oso n0cene rene 2,050 1,985 2,319 | 649 508 141 6.1 
a Te ere 4,758 3,881 4,967 | 1,242 979 263 5.3 
Me UG. cc nccsncrens 28,054 26,040 31,104 | 9,372 6,799 2,573 8.3 
© eS re 14,000 12,488 15,230 | 4,189 3,214 975 6.4 
3 ETE | te = 5,986 5,569 6,644 2,027 1,585 442 6.5 
o Massachusetts......... 13,856 13,365 15,652 | 4,110 2,868 1,242 7.9 
F Ce ee 7,200 6,853 8,081 1,995 1,535 460 6.9 
New Jersey.... ee 5,353 6,760 6,965 1,645 1,235 409 5.9 
st New York......... re 9,993 15,733 14,792 3,656 2,621 1,035 7.0 
REN yar ne 37,000 28,945 34,469 8,360 6,154 2,206 6.4 
Pennsylvania.......... 44,000 37,607 46,924 | 11,165 8,355 2,810 6.0 
Rhode Island......... 3,015 2,872 3,385 945 699 246 7.3 
Wisconsin............. 6,315 5,240 6,644 | 1,943 1,451 492 7-4 
SOM ions canneate 183,680 174,598 206,008 | 53,472 39,711 13,759 6.7 
7 * Less reserve for uncollectible loans. 
; t Maximum interest rate reduced from 344 % to 3% a month on June 9. 
‘© Be Russell Sage Foundation, in coopera- Sources of data used in subsequent 
" — tion with the American Association tables are given in Table I. Probably 
* & of Personal Finance Companies, drafted only the printed documents will be 
4 | a standard report form and recom- available to those who wish to refer to 
’ » mended the use of this form by state these sources. Frequently the amount 
| supervising officials. Consequently ac- Of loan balance at the beginning of the 
© counting summaries were available Year was not available. In some cases, 
® from a much larger number of states other available data permitted close 
for 1929, and this namber has increased estimates, but in others crude estimates 
29, , 
in later years had to be based solely on the estimated 
fe ER ] ' trend for all licensees.” Figures esti- 
: Approximately half of the available ; : , _—ere 
re . : mated in this way are given in italics. 
summaries have been issued by state 
supervising officials. For these estimated figures, see Nugent, Rolf, 
P 8 cials In other states “Small Loan Debt in the United States,” Journal of 


i a 3° - . . . - 7 : = 
legal difficulties, inadequate appropria- Business (University of Chicago), January, 1934. 
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